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I 
TO-DAY AND TO-MORROW 


UNLESS we put our house in order—politically, socially, 
industrially—nothing is more certain than that we in 
America are going to suffer before long from evils 
scarcely less terrible than those with which war has made 
the world familiar. Despite ample warning, the United 
States was totally unprepared for war, and the sudden 
cessation of hostilities found it totally unprepared for 
peace. Despite also a modicum of useful achievement, 
such as certain orders of the Federal Reserve Board, the 
passage of railway legislation, and the reports of Gov- 
ernment and private bodies on the wage situation, merely 
a promising beginning has been made toward a solution 
of our difficulties. 
_ It is at once a blessing and a misfortune that, thanks 
to the cooperation of our allies, we were not compelled 
to suffer the tragic consequences due to follow our lack 
of foresight. During the great war France and England 
_ provided us with artillery, ammunition, airplanes and 
_ ships; and they sent over hundreds of their most experi- 
enced officers to instruct us in training an army for mod- 
ern warfare. 
_ The spirit of mutual helpfulness which brought such 
I 
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notable success to our united efforts developed because 
of the overwhelming necessity of defeating Germany,— 
a need so urgent and so immediate that no other consid- 
eration could exist beside it. Race prejudice, trade riv- 
alry, conflicting ambitions,—all gave way to the business 
of victory, and in face of the almost universal failure of 
such alliances throughout history, the great Entente 
fought a bitter war and resisted every effort of an in- 
genious and resourceful enemy to sow the seeds of dis- 
sension in its ranks. Not until the allied nations felt 
themselves secure against immediate peril from this com- 
mon enemy have we seen signs of the revival of threaten- 
ing jealousies. 

The unpractical idealists—and there are many of 
them,—are disposed to read into this remarkable example 
of harmonious action a significance at once false and 
dangerous. They ask us to believe that the international 
friendships produced by war will grow and ripen under 
the generous influences of peace, and declare that the price 
of the conflict, in blood, suffering, and destruction, has 
not been too high, since it is now proved that the nations 
of the world can in an emergency be brought together 
unselfishly to serve a common aim. If this can be done 
where the material surroundings are bloodshed and vio- 
lence, how easy it should be, according to our theorists, 
to extend and perpetuate internationalism now that the 
goal of common action is the happiness of mankind. 

The practical man, however, sees the probability of a 
very different sequel to the war. He recalls that in Eng- 
land, in France, in Italy, and even in the United States, 
the general condition of affairs immediately prior to the 
war was most threatening. Labor was discontented, 
capital was nervous, taxation was mounting at what we 
then thought to be an alarming rate. Government was 
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attempting, even in conservative England, to head off the 
danger of revolutionary socialism by enacting semi-social- 
ist legislation. International commercial competition had 
reached a point where it was indistinguishable from po- 
litical competition. Unemployment, not less in the United 
States than elsewhere, was worse than it had been for 
many years. The situation was indeed critical. 

Then came the war! Came and passed! And now, 
after the turmoil of strife, the old-time struggle and 
rivalry are cropping up again. Furthermore, the prob- 
lems which lie before us to-day are not those of the days 
“before the war,’ for, far from solving them, the war 
has immeasurably complicated them. Each one of these 
problems has been magnified out of all semblance to its 
former self, and to each have been added new and puz- 
zling elements. 

The broad task before us is, then, to adjust our na- 
tional life to these new world conditions, and, because of 
the magnitude and importance of such an enterprise, we 
must set forth certain general considerations before ex- 
amining in detail the various aspects of the undertaking. 
The three principal European belligerents, it should be 
noted, very early provided themselves with organizations 
devoted to handling after-the-war problems. Germany, 
in 1916, was the first to act, and she was followed within 
a year by France and England. It was not, however, 
until October, 1918, that the first sign of interest in such 
matters on the part of the American Congress came to 
light in the form of a proposal by Senator Weeks of 
Massachusetts that a commission be created for the study 
of our national requirements after the conclusion of 
peace. 

Although the terms of peace have imposed heavy bur- 
dens upon Germany, her commercial agents are already 
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active in Russia, South America and elsewhere, attempt-. 
ing to gather up the old lines of influence that were tem- 
porarily broken. In our own country, although through 
various governmental reports and studies by such private 
organizations as the Foreign Trade Council and the 
United States Chamber of Commerce we are gathering 
valuable material, and although in the passage of financial 
and railway legislation a really good beginning has been 
made, we are still only on the threshold of our new busi- 
ness structure. Our attention may well be turned to 
some of these after-the-war problems, that we may learn 
something of what this new business structure must be- 
come in order successfully to cope with the changing 
situation. 

During those first few months which followed the 
armistice the energies of the nation were bent upon the 
immediate task of bringing our soldiers home, demobiliz- 
ing them, providing for the wounded, and replacing the 
sound and healthy in our social and industrial system. 
This work has been largely, although not yet entirely 
accomplished, and we now face matters of larger import 
which concern national and international affairs. The 
solution of these questions involves a broad knowledge of 
affairs, and a comprehensive view of world-wide move- 
ments and conditions. While they touch every element 
of our national life, they are to our misfortune inextri- 
cably mixed up with politics; in fact, they involve the con- 
sideration of every vital factor in the internal and 
external activities of our government, both on its politi- 
cal and its administrative side: the tariff, our immigration 
policy, our educational system, our domestic trade and 
industry, our foreign commerce, our merchant marine, 
the question of government ownership or control of big 
business, and the relations between labor and capital. 


_ TO-DAY AND TO-MORROW 5 


These matters simply cannot be taken up where they 
were left at the outbreak of war and made after a fashion 
to serve our present needs. They must be frankly and 
carefully examined in a spirit favorable to profound 
changes in practice, and possibly even to some modifica- 
tions in principle, if the facts disclose the necessity. Our 
object in the following pages, therefore, must be to con- 
sider each separate problem deliberately, fairly, and 
thoroughly, remembering all the while that it is but a 
single wheel in a complicated machine, in which no single 
part can be perfect without proper correlation with the 
whole. We must strive to point the way to relative per- 
fection for every part, but we must always keep in mind 
the necessities of the whole and of every other part in 
relation thereto. 

We must start with the proposition that every short- 
coming of which we were conscious before the war has 
now become much more urgent and much more difficult 
to deal with. And we must not forget that the European 
nations, because of the desperate straits in which they 
now find themselves, will be compelled to develop to the 
utmost every resource at their command if they are to 
avert national bankruptcy. This forces the problem of 
trade rivalry upon our consideration. 

Our three great trade rivals—England, France, and 
even Germany with all her burdens,—in spite of 
their great handicaps of crushing debt and a depleted 
labor force, to which is added the incalculably disturbing 
factor of political unrest, have already begun, and in the 
future will continue to force the competition for foreign 
markets to a point immeasurably beyond anything we 
have heretofore been called upon to meet. Our rivals will 
not be content with merely getting back to their old basis 
of production, for if they do no more than that they will 


6 GREAT AMERICAN ISSUES 


be unable to meet even the interest on their national debts. 
It should, therefore, be brought home to every American 
that our ability merely to hold our own,—to retain, much 
less to advance, the high standard of living in this coun- 
try,—cannot be left to depend upon a measure of national 
efficiency which sufficed under the old conditions to sup- 
ply our incomparable home market and to leave us a 
comfortable surplus for international trade. This is not a 
time for complacency. Our commercial rivals will direct 
their best intelligence to improving the technique of every 
business and manufacturing operation, and they will begin 
this process not in the office and the factory, but in the 
school and the university. Every energy will be turned 
to furthering this single aim. 

The home training, the educational system, the govern- 
mental institutions of these nations will be enlisted in this 
work, so that the natural abilities of their people and the 
natural resources of their territories may be made to yield 
the utmost harvest of effectiveness. That they have every 
right as well as every incentive to do this no sensible man 
can deny. The part of wisdom for us lies not in caviling 
at their efforts but in emulating them. We recognize, 
when face to face with this situation, that the American 
has certain advantages and certain disadvantages. Of 
these it may be well to take stock before we go further. 

On the credit side of our account it may be set down 
that, compared in business matters with the average 
European, the American is, on the whole, more adaptable, 
quicker in initiative, less enslaved by custom; that we 
have at our disposal greater resources both in capital and 
in raw material; that we are closer to the great unde- 
veloped resources of South America and China, and that 
much of our country is still unsettled. 

On the debit side it must be admitted that we Ameri- 
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cans are wasteful and extravagant; that a certain rest- 
lessness absorbs too much of our energy; that our sense 
of discipline is weak; that we neither respect nor reward 
political leadership ; that outside a few industries we have 
little highly skilled labor; that despite the activities of 
the Shipping Board we have not yet worked out any plan 
for an American merchant marine to enter into compe- 
tition with other commercial nations for carrying the 
world’s trade; that the administration of government, 
however admirable this system of government may be in 
theory, has, especially in these last few years of chaotic 
upheaval, become slipshod and incompetent ; that our sys- 
tem of education, much as it has been improved of late 
years, is still inadequately responsive to the needs of the 
country; and that our immigration laws have allowed 
Europe to send us, together with millions of excellent 
citizens, altogether too large a proportion of its own un- 
_ desirables. 

Approaching the question of what we must do to util- 
ize to the utmost our advantages and to overcome our 
surmountable disadvantages, our first objective is to reach 
a clear understanding of the fundamental facts which 
underlie the conditions with which we have to contend 
abroad. Foremost among them is the great difference 
between the standard of living in the United States and 
in Europe. We must maintain our standard of living in 
order thereby to maintain the high standard of our citi- 
zenship—this is a supreme political necessity. 

The general standard of living in Europe is distinctly 
lower than that in the United States owing to various 
reasons, and this lower standard produces some striking 
results. The high standard in this country comes natur- 
ally from our vast natural resources with a relatively 
small population which possesses a relatively high indus- 
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trial intelligence. Our farmers almost invariably com- 
ment on the difficulty, not to say impossibility, of secur- 
ing immigrant laborers who can handle horses or especial- 
‘ly who can use farm machinery to any advantage as com- 
pared with our American-born workmen; and note our 
farms compared with Europe’s small peasant holdings. 
The low standards of Europe and the accompanying low 
purchasing power of the consumers—mainly wage earn- 
ers—result much sooner than with us in surplus produc- 
tion in many lines which must be exported to meet the 
imperative need for goods, largely raw materials, not 
produced in sufficient quantities at home. This early: 
necessity for foreign markets brings about keen compe- 
tition from other nations in those markets, which holds 
prices down and is a powerful factor in keeping down 
wages and standards of living. 

Against these handicaps, the standards of living in 
Europe before the war had steadily risen; but even in 
Germany, with her highly intelligent vocational training 
and government favors to exporters which enabled her 
to enter many British markets, the improvement in stand- 
ards did not equal that in the United States. The in- 
tensity of this drive for their foreign trade as compared 
with our great advantage in our unrivalled home market 
and superior resources and industrial skill have always 
kept Europe’s need for cheap production cost so intense 
that it has always compelled relatively low wages, and 
has held their standards of living, though improving, 
still far below ours and not keeping pace with ours. 

The situation in Europe has called for two methods of 
action: first, each country has been forced to find markets 
for its goods in countries of higher purchasing power 
than its own; and second, each country has had to develop 
markets in foreign countries of low purchasing power, 
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The former represents a qualitative expansion of busi- 
ness in the more costly products, the latter a quantitative 
expansion of business in the cheaper goods. These ele- 
ments—cheap labor, low standard of living, surplus pro- 
duction, the search for markets,—coupled with the 
vaulting ambitions of a domineering autocracy, have en- 
gendered bitter commercial rivalry. 

This leads to another important consideration. The 
chance of keeping the world at peace for any considerable 
period depends ultimately upon whether or not the nations 
are willing and able to improve the living conditions of 
their people. It is not too much to say that the surest 
guarantee of peace is general prosperity, and that the dis- 
content of extreme poverty at times breeds a state of 
desperation in which any prospect of change, even through 
the agency of war, can be made to bear the aspect of 
hope. Where this desperation is firmly controlled by 
statesmen it sometimes leads to a foreign war,—where it 
is uncontrolled it leads to revolution. If Europe is still 
to practise the old industrialism, which provided luxury 
and ease for the few and toil and penury for the many, 
the new extension of popular government will soon be 
recognized by the masses as little more than a new name 
for an ancient evil; and we shall witness a violent dis- 
ruption of society—a Bolshevist régime, somewhat modi- 
fied by the better education of Western Europe. 

It is unfortunate that there should have been so much 
exaggeration as to the importance of the part which the 
mere form of government plays in the life of the average 
man. Few men have, in fact, any great interest in this 
' matter; what the majority are concerned with is not the 
- form but the substance of their institutions, not how they 
function but what they give. When the first enthusiasm 
of new democracies has waned, the enfranchised millions 
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will be eagerly examining the tree of political freedom 
for the hoped-for fruit of social betterment. The real 
task before the world to-day is to see that the fruit is both 
sound and plentiful, that-it is not a crop of Dead Sea 
apples. 

We in the United States are as much concerned as the 
rest of the world in every project directed toward secur- 
ing everywhere a more even distribution of the world’s 
goods, narrowing the gulf which separates the rich from 
the poor, and increasing greatly the numbers of the 
measurably well-to-do. Our contribution to this work 
can be made of the greatest value to humanity, if we 
base it upon our example and not merely on our precepts 
or preachments. By carrying out among ourselves the 
reforms we would prescribe for others, our sincerity can 
be made plain and our experience made valuable. 

At every step we must be guided by two broad prin- 
ciples: that Democracy is not the expression of the equal- 
ity of all men, but of their equal right to develop, to 
exercise, and to profit by their individual qualities; and 
that no program of social justice can ever realize its 
object if it seeks to interpret equal opportunity in terms 
of an equal reward for unequal service. 

It need not, therefore, surprise the reader that the 
problems to be discussed here are primarily national prob- 
lems, and that world problems hold only the second place. 
America’s place in the world will depend not upon what 
America claims, but upon what America is. We are told 
to-day that we should have a world outlook, but just as 
the affairs of a community can only prosper when each 
citizen follows assiduously and intelligently his own busi- 
ness, so the affairs of the community of nations can only 
prosper as each nation proves itself capable of managing 
intelligently its own affairs. One cannot dissociate the 
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welfare of a nation from that of its citizens. If we 
cannot help ourselves we cannot help others. 

The happiness of the individual depends upon content- 
ment, activity and intelligence. He cannot be content 
when he labors under a sense of injustice, when he feels 
that he is oppressed by privilege and is not accorded a 
fair opportunity. Hence the problems of government are 
given first place in our thesis. The primary function of 
government is to establish equality of opportunity, and if, 
through the indifference of its citizens, forms and pro- 
cedure which restrict this opportunity are allowed to gain 
the upper hand, the government itself becomes in that 
degree a menace to the public welfare. Without expound- 
ing any exaggerated theory that government alone can 
make men happy and contented, it must be recognized that 
government possesses in a high degree the power to make 
them unhappy and discontented. It may, indeed, go far 
towards engendering a spirit of revolt. It is from this 
point of view that we shall endeavor to review some of 
the vital problems of government. 

Again, the individual depends for his happiness upon 
his activity. He loses his spur to activity if industrial 
conditions fail to insure him the opportunity to exercise 
his gifts and to obtain a just reward for the effort which 
he makes. The second phase of the problems of the day, 
therefore, concerns the problems of labor. We shall see 
here how much depends upon the maintenance and con- 
tinual development of the standard of living: we shall 
discuss the requirements of that standard, the struggles 
to advance it and the obstacles which beset its upward 
movement. 

Moreover, the happiness of an individual depends not 
only upon his opportunity and his activity but upon the 
skill and wisdom with which he uses them. Nor is it 
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otherwise with nations. The most perfect political con- 
stitution, and the most laudable individual industry, will 
be ineffective unless guided into right paths. And, there- 
fore, our discussion ofto-day’s problems includes a 
résumé of the problems of business. 

Those who follow this discussion throughout will real- 
ize that the power behind all political, social and business 
enterprises is the individual man. They will see that hope 
for better democracy, better society, and better business, 
lies after all in a better breed of men. If we are building 
for the future we must train up a set of men capable of 
wrestling with its difficulties. In education lies a hope 
for the morrow, and since our problems include not only 
those of to-day but those of to-morrow, our discussion 
fitly terminates with a plea for an adequate education 
for the growing generation. 


I 
PROBLEMS OF GOVERNMENT 


II 
WHAT THE GOVERNMENT SHOULD DO 


DEMOCRATIC government, roughly described, is an 
arrangement by the people for getting what they wish; 
autocratic government is one for giving them what some 
one else wishes them to have. 

In the democratic form it is presupposed that the ma- 
jority of the people will know what is best for them and 
for their country, and that they will be unselfish enough 
to vote for the things that are best for their country even 
when these run counter to their own selfish personal inter- 
ests. Assumptions of this nature do not lack faith, 
hope or charity, but they flourish in too rare- 
fied an atmosphere for the average man, who dis- 
places them by the simple dogma that any counted ma- 
jority of people is entitled to get what it wants, without 
considering the ultimate effect upon the country or the 
individual. It still remains true, however, that all that 
is necessary to make democracy a perfect system of gov- 
ernment is for this ruling majority to be wise, well-in- 
formed, and unselfish. 

Autocracy, on the other hand, is based on the idea of 
minority rule, and rests on the assumption that the edu- 
cated and property-owning classes should have the deter- 
mining voice in government. Thus, all that is needed to 
make autocracy a perfect system of government of its 
kind, is that this ruling minority of the people should be 
wise, well-informed, and unselfish. 

. te 
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If, ignoring the factor of moral restraint, you carry 
the democratic viewpoint to its extreme you get Bol- 
shevism; if you carry the autocratic view to its extreme 
you get Despotism. Putting the contrast in another way 
we may say that, human nature being what it is, the dan- 
ger'of democracy is ignorant selfishness and the danger 
of autocracy is intellectual selfishness. It would, how- 
ever, be a waste of time to compare the evils which might 
flow from one or the other of these qualities if it should 
dominate government, for our day is the day of demo- 
cratic control and we are at this very moment witnessing 
the funeral rites of autocracy. The practical question 
facing the statesmen and politicians of the world is how 
to secure in government the fullest and most efficient 
expression of the democratic ideal. 

But this practical question can never be satisfactorily 
answered unless three cardinal principles are constantly 
kept in view :— 

First. That the government must operate within its 
own sphere and not attempt undertakings which are be- 
yond its powers; 

Second. That the mechanism for ascertaining the will 
of the people shall give intelligent and unequivocal re- 
sults, and 

Third, That, once the will of the people has been 
ascertained, it shall be put into execution by means of 
a business-like and efficient administration. 

Shorn of all technical phraseology it may be said that 
the chief concern of the people in government is that 
it mind its own business, that sound counselors be chosen 
to decide its policies, and that able men effectively carry 
out these policies. 

Consideration of the proper range of governmental 
action is complicated by a notable peculiarity of large 
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numbers of the American people—that they appear to be- 
lieve that their wishes, as expressed practically in munici- 
pal, state, and national legislation, are as good as realized 
when a law has been signed, and that the task, whatever it 
may be and however difficult of execution, will not be too 
much for government to undertake. 

But there are many undertakings vital to the social 
ideals underlying all government, that government itself 
cannot handle. Our social, system depends for its suc- 
cess upon virtue, honesty, temperance, patriotism, indus- 
try, and contentment; but government cannot by statu- 
tory enactment make a man virtuous, or honest, or tem- 
perate, or patriotic, or industrious, or even contented. 

The law can compel a man to support his wife, but 
it cannot compel him to love her; it can regulate the 
relations between neighbors, but it is powerless to impart © 
the neighborly quality; it can make people equal in the 
eyes of the law, but it cannot endow with an equal meas- 
ure of usefulness or with an equal measure of success 
the bright and the dull, the strong and the weak, the 
diligent and the idle, the thrifty and the improvident. 

Thus set. forth these matters seem strangely simple; 
yet the astonishing fact is that a considerable part of our 
legislation, our discussion of social problems, our polit- 
ical oratory, and our labor union proceedings are based 
on the theory that unequal things and opposite things 
can through governmental action be made similar, equal 
or identical. 

Whoever looks to government not only for the cor- 
rection of real or imaginary evils but for positive con- 
tributions to the welfare of mankind, overlooks the fact 
that, in its essence, governmental action is, and must 
remain, largely restrictive, seldom constructive. It 
places metes and bounds on the action of its citizens, 
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but, except in minor instances, it is not itself creative. 
Human nature being what it is, restriction is and prob- 
ably always will be needed. There is a world of wis- 
dom in the old saying that the best government is that 
which governs least,—a happy condition in which each 
man pursues his own ends with so little interference with 
the rights of others that slight restraint from public 
authority is required. But this is a conception not realiz- 
able under ordinary conditions. 

Even were it possible for the government to work such 
miracles it would be disastrous for it to do so. Such 
action would destroy the incentive to individual effort, 
and would place on its own shoulders responsibilities 
which can only be beneficially exercised by the conscience 
and will of man. 

Many things necessarily and logically fall to the lot 
of government, among them national defense, the col- 
lection of taxes, the administration of justice, the pres- 
ervation of order and so on. No one would think of 
questioning these functions. These are vital needs of 
the public for which only government can provide. No 
controversy arises over such public services as no private 
enterprise can successfully undertake. 

If, then, there are things that no government can do, 
and other things that the government can do, there are 
also some things which both the government and private 
agencies can do. Whether such public services shall be 
conducted by the government or entrusted to private 
hands depends on public opinion as to which can do them 
better. Thus in the United States, elementary educa- 
tion is everywhere considered a matter of government 
concern, because an overwhelming majority of the peo- 
ple prefer to see the education of their children con- 
ducted as a public enterprise. But there are other mat- 
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ters concerning which the balance of public opinion seems 
at times to waver, in spite of that instinctive distrust 
of government, which is one of the political traditions of 
our people inherited from early Anglo-Saxon days. 

One of the most important practical questions of the 
day is to what extent the Government shall concern itself 
with certain undertakings which, up to the last twenty- 
five years, have in our country, been considered solely 
within the field of private enterprise. Chief among those 
undertakings around which the controversy about gov- 
ernment regulation and government ownership has cen- 
tered are the railroads, telegraphs, and telephones. Leav- 
ing other enterprises aside for the moment, these will 
serve as illustrations for a brief survey of the points at 
issue. The very wide popular discussion of this ques- 
tion, and the voluminous legislation in which an answer - 
has been sought, show that the principle of government 
control is generally admitted on the sufficient ground 
that matters so vital to the very existence of organized 
society cannot safely be left as pawns in a game of com- 
mercial competition in which the public has nothing to 
say about the rules. The real controversy lies between 
those who believe that government control should be lim- 
ited to regulation and those who believe that it should 
be extended to ownership or operation. 

The case for government ownership has received its 
strongest support from two groups, one comprising those 
politicians who see before them an entrancing vision 
of many hundreds of thousands of government appoint- 
ments to be placed at the disposal of political patronage ; 
the other comprising men whose knowledge of business 
administration has no foundation in experience, and 
whose views have not been chastened by the actual re- 
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sponsibility of keeping a great organization in working 
order. 

To the mind of a practical man, familiar with the 
technical and executive problems of conducting a big 
business of any kind, government ownership threatens 
the existence of every condition upon which efficient and 
economical service depends. A private company must 
find its own capital, that is to say, it must live upon a 
supply of capital voluntarily furnished by the investing 
public. If this supply is not to be cut off the company 
must pay dividends, and dividends can only be earned 
if the cost of production is kept down, the efficiency of 
service kept up, and competition successfully met. In 
this one sentence we have the Law of the Survival of the 
Fittest, in so far as it applies to business. 

Under government ownership and management this 
law is nullified. The government does not depend upon 
a voluntary supply of capital; it can raise all the money 
it wants in the form of taxes, and is thus relieved from 
_all pressure to run its enterprises at a profit which will 
attract capital. This would not in itself be a fatal ob- 
jection to government ownership if the government were 
under any compulsion to render a high quality of serv- 
ice. But this compulsion would be entirely lacking, for 
the government would not have to face the competition 
of a rival; and while the public might complain, uni- 
versal experience proves that the public does not act 
either regularly or effectively even in its own behalf. 

If the evils of government ownership could be con- 
fined to extravagant operation and poor service the case 
would be bad enough; but it would be accompanied by 
political consequences far more serious than expense and 
inconvenience. 


The railroads, telegraph companies, and telephone com- 
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panies of the United States have on their pay-rolls ap- 
proximately three million employees. If we take a most 
conservative estimate, and add another three million to 
represent wives and families, we could safely assume 
that this class would represent at least six million po- 
tential voters, a total equal to more than one-third of 
the combined vote for Wilson and Hughes in 1916 
(17,657,827), and ten times Wilson’s plurality. 

If so large a proportion of the popular vote should, 
by the adoption of government ownership, be made a 
vote of government appointees or employees, our polit- 
ical institutions would be thrown off their balance. Po- 
litical parties would vie one with another to secure this 
vote, and the bait offered would take the form of in- 
creased wages, decreased hours of work, and relaxed 
discipline. This result, while ruining the service con- 
cerned, would at the same time debauch our politics and 
present to any party in power the temptation of fortify- 
ing itself in office by indirectly purchasing the votes of 
all government employees, through concessions for which 
the whole country would have to pay. We have had 
enough experience to justify this statement as a general 
principle; and with our other war experiences in busi- 
ness the Adamson Law confirms it. 

Nor does the history of government ownership and 
operation of railroads in countries where such political 
dangers may be considered as less serious than with us 
afford ground for arguing that against these political 
risks we could offset the probability of an improvement 
in service. A railroad system must be judged in the 
main by its freight rates, for its most important func- 
tion is to serve as an artery of commerce. Measured 
by this standard, it will be seen from the following 
table that the government-owned railroads of the world 
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are not operated as economically as the privately-owned 
railroads of the United States. The comparison is based 
upon pre-war conditions. . 


RATING RATIO AND FREIGHT RATES OF RAIL- 
OER ROADS OF THE UNITED STATES AND GOV- 
ERNMENT-OWNED RAILROADS OF FOR- 
EIGN COUNTRIES COMPARED FOR 
THE YEAR 1013 (a). 
Average Receipts 
per Ton per Mile 
Percent. of Ratio 
Increase of Ex- 


Total Over penses to 

(Cents) U.S. Earnings 
Wnited States giisscce sets lae see setae e eee 729 60.44% 
Germany ACC) eee robes occa seus escrow z.37 87.9% 70.03 
Belgium (State Railways)............. re) 55.0 69.73 
fralyeCStatestallwavs) sic nemesnisme ects (b) (b) 84. 
Denmark (State Railways)...-........ 2.33 219.6 83.04 


South Australia (State Railways) (d).. 212 190.9 82.09 
New South Wales (State Railways) (d) 1.90 160.6 60.73 


(a) Data for the United States from the Interstate Commerce 
Commission’s Report “Statistics of Railways in the United States,” 
1914. Data for foreign countries from “Railway Statistics in the 
United States,” 1918, as published by Bureau of Railways and Sta- 
tistics, Chicago. 

(b) Data not available. 


__ (c) Includes 34,814 miles State Railways and 2,212 miles Private 
Railways. 


(d) For fiscal year 1914-1915. 


By reference to. the above table it will be seen that 
freight rates on government-owned railroads of repre- 
sentative foreign countries during the year 1913—the 
latest for which authoritative figures are available— 
were from 55 to 220 per cent greater than the average 
freight receipts per ton per mile on the railroads of the 
United States. On the other hand, the operating ratio, 
or percentage of revenues absorbed by expenses was 
lower in the United States, notwithstanding its rela- 
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tively low freight rates, than in any of the foreign coun- 
tries for which data are available. 

The comparative capitalization per mile of line shows 
that the railways of the United States are capitalized at 
$65,861; France (State Railways), $150,439; Germany 
(State Railways), $120,049; United Kingdom (Private 
Railways), $274,027; Austria (State Railways), $122,- 
053. These are pre-war figures. 

The later studies of the Interstate Commerce Com- 
mission seem to show that the cost of reproduction of 
railway systems in the United States would be greater 
than the capitalization of these systems. 

It has been a favorite point with advocates of gov- 
ernment ownership that in all countries the postal serv- 
ice is operated as a government monopoly. There is, 
however, a weighty reason why this argument cannot 
properly be adduced in support of a similar arrangement 
for railroads, telegraphs, telephones, and other public 
services. The postal service, except possibly in countries 
of very small area, should never be run with a view of 
making it a source of revenue. This, although a rela- 
tively new attitude toward this service, is nevertheless 
coming everywhere to be recognized. What the general 
postal service is really intended to do is to encourage 
communication between individuals, and to facilitate the 
distribution of newspapers, magazines, and books, as 
agencies for informing and educating the public. 
Within reasonable limits, what we demand of a postal 
service is not that it should be cheap but that it should 
be efficient; and, from the very nature of the undertak- 
ing, in any large country a great part of the mail must 
be carried at a loss. This is a situation which private 
enterprise cannot meet, for private capital will not know- 
ingly enter an unprofitable field. If the government did 
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not run the post-office, no one would run it, except in 
the paying centers or at paying rates. 

Moreover, we have excellent reasons for the belief 
that our post-office system is not so efficiently managed 
as are private companies doing like work. Aside from 
the general complaints of the last few years, a much more 
trustworthy proof is found in an investigation made 
by the Alexander Hamilton Institute in 1914 as to the 
relative efficiency and cost of the parcel post service and 
that of express companies doing similar work. In all 
respects except cost, according to the testimony of a 
large majority of some hundreds of shippers from all 
parts of the country, covering an average business of 
$118,000 per day, the express companies rendered better 
service than did the parcel post. The items of 
service covered such points as speed, convenience in 
pick-up and delivery, care in transit and handling collec- 
tions, cost of insurance, tracing of lost packages, ad- 
justment of claims. Even as regards cheapness, some 
shippers said that the post-office was unsatisfactory, since 
it took longer to prepare a package for mailing than for 
express, and if this is lost, the Post-office Department 
“fills out a paper and makes an attempt to locate it, but 
it never finds the goods.” 

Even where the cost to the shipper averaged somewhat 
less, it by no means followed that the public gained, since 
the auditor of the Post-office Department acknowledged 
that there was no system of cost-accounting for the par- 
cel post by which to judge efficiency of service in that 
respect. The railroads claimed that the low rates to 
shippers were made at the railroad’s expense and it is 
impossible to tell from the records who paid for lessen- 
ing the cost to the shipper. Until the Post-office adopts 
an accounting system somewhat resembling that of the 
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express companies, it cannot properly claim even lower 
costs. 

Therefore, if the American people were thoroughly 
to understand the facts in the case and the consequences 
which would flow from the decision, it does not seem in 
the least degree likely that they would consent to aban- 
don the ownership and operation of the great transporta- 

_tion systems of the country to the tender mercies of the 

government. This, as well as many other questions, 
cannot be settled upon any inherent principle of govern- 
ment, but must be decided solely upon the basis of ex- 
pediency. There is always a danger, however, that sen- 
timent, no less powerful for being ill-defined, will play 
too prominent a part in such decisions. For this rea- 
son, a purely dispassionate review of governmental ac- 
tion in similar cases is necessary, and such a review re- 
sults in a low estimate of governmental efficiency. 

This should not be disheartening to those who under- 
stand that government exists to establish justice, not 
efficiency, although there appear to be many who invest 
government with a peculiar sanctity. The instinctive 
feeling of this group is that the government is, by its 
very nature, superior in its ideals and operations to the 
people who compose it, and in this notion we find a re- 
flection of the old idea that the king can do no wrong. 
Forgetting that the work of government is done by men 
of fairly average capacity acting under the common mo- 
tives that determine men’s actions, to some degree these 
enthusiasts make a fetich of government, and every dis- 
cussion of practical questions of this sort has to reckon 
with the groundless belief of this large group, noticed in 
the introduction to this chapter, that there is nothing the 
government cannot do if it chooses to undertake it. 

That government, in any land, is not and cannot be a 
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model for the “efficiency manager” is a commonplace 
to the thoughtful observer. Yet this in no way mini- 
mizes the ideals on which government is, or at least 
ought to be, based. There is no disparagément of those 
ideals when a citizen is intensely critical of what the 
government does. Our loyalty is to the ideal, not to the 
men who for the time being are its standard bearers. 
They may fail, because they are human; but the ideal 
cannot fail. This feeling that the ideal and the prac- 
tice of government are never one is the thought which 
the founders of democracy expressed in the oft-quoted 
phrase, “Eternal vigilance is the price of liberty,’— 
eternal and continuous vigilance, and a certain healthy 
discontent. 

Discontent with the operation of government is a nor- 
mal and helpful function of life in democratic countries. 
It springs from two causes: first, extravagant hopes look- 
ing toward a far wider sphere of governmental action, 
which are by their very nature foredoomed to disappoint- 
ment, and second, the more modest and reasonable hopes, 
which modern government has as yet not gone far toward 
satisfying. 

The wisdom of any system of government may be in 
good part judged by the provisions it makes for the eco- 
nomic advancement through their own efforts of those 
who are lowest in the scale of material welfare. A na- 
tion is well governed, in other words, only when the 
function of government is wisely and successfully ex- 
erted for the amelioration of the conditions, physical, 
mental and moral, of the less fortunate classes of its con- 
stituent population. Opportunity for self help is best, 
though in times of calamity or in cases of the defective 
or most unfortunate, charity should be considered a func- 
tion of the State. Great national wealth, even though 
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it be widely distributed, and although general prosperity 
prevail, is by no means indicative of good government if 
at the same time there exists preventable or remediable 
distress among any considerable number of the citizens. 
The criterion of good government, in brief, is the de- 
gree attained in the prevention of misery without weak- 
ening moral fiber, rather than in the degree of promotion 
of prosperity. 

What government can do—apart from its action in 
regard to national defense and kindred matters—may 
be expressed in a single phrase: it can see that the gates 
of opportunity are kept open for its citizens along the 
whole length of every road that crosses our political and 
our industrial life. In other words, it can insure to all 
men and women the chance to work and win according 
to their talent and diligence, and their moral fiber, and 
can guard the path to success from obstructions by 
trickery, fraud, oppression, or monopoly. 


IIt 
POLITICS AND THE CITIZEN 


BECAUSE our public affairs have always been domi- 
nated by party politics we have taken it for granted that 
they should continue to be so dominated. It is, we be- 
lieve, unavoidable that our form of government should 
be permeated with party feeling, yet too much partisan- 
ship is often an unhealthy symptom both in legislation 
and administration. We need not go so far as to in- 
sist that political practices are necessarily an evil, be- 
cause they are in fact a public good when in the right 
place. But when political activities get out of their right 
place we should have no hesitation in pronouncing them 
an evil though not a necessary one. 

_ This consideration of politics apparently removes us 
from the rather theoretical questions concerning the gen- 
eral function of government, which we considered in the 
preceding chapter, and leads us to the very practical ques- 
tion as to what persons should compose the government. 
No one will contest the general fact that government in 
a democracy should reflect the will of the people. Govy- 
ernment, then, faces three problems, allied yet distinct; 
namely, to ascertain the will of the people, to express 
that will, and to carry it out,—in other words, election, 
legislation and administration. Politics, as commonly 
understood, may be described as the gentle art of secur- 
ing and retaining power, and has its birth in the first 
of these functions—that of ascertaining the will of the 
28 
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people. Though it sometimes exercises a beneficial in- 
fluence, its effect is more often baneful upon the other 
two functions,—legislation and administration. 

Nothing is more unwise than to underestimate the 
force of the politician or to deride his abilities. Leader- 
ship is not attained either in business or in politics with- 
out the use of brains, and the man who is often con- 
temptuously referred to as “the boss” is no weakling. 
That is why he is a successful vote-getter. It does not, 
however, follow that, because a man is a successful vote- 
getter, he is a wise legislator or a prudent administra- 
tor. Many a successful candidate has turned out a fail- 
ure, and if there is any truth in the cynicism that a 
statesman is a successful politician, it is often because 
men rise above their source, out of politics into states- 
manship. As the old formal logic would have it, some 
politicians are statesmen, and it is equally true that some 
statesmen are politicians, but all politicians are not states- 
men, neither are all statesmen politicians. The process 
of selection through election may result in the survival 
of the fittest—to be elected. This is very far from say- 
ing that it results in the survival of the fittest for the 
service for which they are chosen. 

In its political phase, government presents its own 
peculiar difficulties which fall into two classes,—those 
concerned with the machinery by which representatives 
of the people are chosen, and those which concern the 
character of the representatives themselves. All the dis- 
cussion for many years past about political machinery— 
the primary and the convention, the short and the long 
ballot, the Initiative, Referendum, and Recall—only 
serves to emphasize the fundamental fact that primarily 
it is not in the intricacies of political technique but in 
the character of the yote that good government has its 
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roots. The recluse in his study may deplore the imper- 
fections of human institutions, but the practical man who 
really grasps the situation should get into action and 
contribute what he can to improve it. 

No attempted perfection in the political machine can 
work an improvement in government if the voter re- 
mains ignorant of public issues or if large classes of the 
most intelligent citizens fail to vote and refuse to seek 
office. The effect of such abstention from the polls is 
to throw the control of politics into the hands of pro- 
fessional politicians, whose chief concern is to provide 
themselves with a living. This would not matter so 
much if they were possessed of talent which enabled them 
to serve the public’s interest while serving their own; but 
this is usually not the case, and to-day it is from the gen- 
eral incompetence of politicians rather than from their 
occasional dishonesty that the cause of good government 
has more to fear. The matter is of such vital impor- 
tance that it will bear some elaboration. 

We have to consider, on the one hand, those who go 
into politics; on the other, those who stay out. Of the 
former the most important group both numerically and 
from the standpoint of the influence they exert, are the 
lawyers. The extent to which American legislation is 
dominated by lawyers is at once apparent to any one who 
will take the trouble to study biographies of the members 
of the Senate and House of Representatives. An ex- 
amination of the current Congressional Directory will 
show that of 430 members of the House of Representa- 
tives 255 or 59 per cent are lawyers, while among the 
96 members of the United States Senate 58 or 60 per 
cent belong to the same profession. It is clear that the 
numbers cited are far in excess of any that might be 
anticipated by considering the whole number of lawyers 
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in the United States, as compared with the total popu- 
lation. 

This overwhelming influence of the lawyer upon our 
political life is based historically upon conditions that 
are rapidly passing away. Whether democracy chooses 
the wisest and best leaders may be questioned, but there 
is no doubt that up to the present it has chosen leaders 
—not followers,—men in one respect or another superior 
to the rank and file. The lawyer, by his office and train- 
ing, became naturally a leader, especially in the rural dis- 
tricts; indeed, there was a time when the lawyer was the 
leading citizen of every American community. In Latin- 
American countries, where lawyers are not so numerous 
as with us, men turn to the physician as the man of edu- 
cation, and the medical profession plays a political rdle 
almost unknown among us. In far off Liberia where 
there are scarcely any lawyers or physicians it is strangely 
enough the minister of the gospel who is crowned with 
political honors. 

Added to the prominence which the lawyer thus ac- 
quired in American communities was the fact that by 
his education and experience he was naturally fitted to 
be the spokesman for his community, since a not incon- 
siderable part of his preparation for his calling lay in 
cultivating the gift of expression. What more natural, 
therefore, than that one thus equipped should be called 
upon to voice public sentiments at election time. The 
doctor and the preacher have instinctively held aloof from 
politics, and the lawyer’s chief competitor has been the 
newspaper editor, another class of men trained in the 
art of expression. It is interesting to find that both 
candidates for the Presidency in 1920 were trained, suc- 


cessful newspaper men. 
The lawyer owes his prominence to the fact that his 
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training fits him in a high degree not so much for gov- 
ernment as for politics. So long as mass meetings con- 
stitute the chief method of political campaigning the man 
of many and easy words has a natural advantage over 
his competitors. Until recent years his rival, the mer- 
chant, the banker, the manufacturer, or the engineer, has 
been known wholly by his works and not his words. 
But the multiplication of conventions, associations, cham- 
bers of commerce and similar bodies has brought many 
of these men upon the platform, and the public at large 
is gradually learning that the gift of speech-making con- 
sists largely in having something to say. None the less, 
up to the present we have clung to our traditions and 
-have elevated the lawyer to a dominant place in all leg- 
islative bodies. 

Lawyers, as a class, should of course be represented 
in any legislature, but their enormous over-representa- 
tion in Congress involves disastrous consequences. Ob- 
servation of lawmaking bodies in many countries leads 
to the conclusion that lawyers make a most unsatisfac- 
tory type of legislators. It is not that they lack intelli- 
gence but that the whole course of their professional 
training and practice tends to unfit them to play an im- 
portant part in constructive enterprises of any kind. 
Throughout his career a lawyer is occupied, not with 
the reality of things but with the appearance they may 
be made to bear in legal argument; not with the conse- 
quences which flow from an action, but with the legiti- 
macy of its origin. He is always concerned with the 
past as a source of precedent rather than with the fu- 
ture as a field for achievement. Pending legislation 
is often to the lawyer something which will later be dis- 
cussed and interpreted by lawyers, instead of an instru- 
_ment designed to effect a definite practical aim. It is 
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largely due to the lawyer’s attitude towards iepislation 
and to the influence it has exerted upon the form and 
texture of enactments that so many laws passed for the 
purpose of removing abuses in our economic and indus- 
trial system have, until recently, resulted in many law- 
suits and little reform. 

But our political shortcomings are as much due to 
those who stay out of politics as to those who go in. 
Editors, as has been already noted, doubtless have their 
full share of representation, but what shall we say of 
the great fields of finance, commerce and industry? That 
such vital interests should be inadequately represented in 
a nation which does more business than any other, which 
leads the world in engineering, and which has a larger 
laboring population than any other non-Asiatic country, 
indicates that there is something seriously wrong with 
our political method. The defect lies in the fact that 
both as to voters and as to candidates for political office, 
a great body of our most serviceable men are what may 
be called absentee citizens,—they withhold themselves 
both from the polling booth and from the nomination 
list. 

As regards the abstention from voting the remedy may 
in part be found by devoting more attention in our 
schools and colleges to the subject of civic duty, and in 
the extension and development, both among Republi- 
cans and Democrats, of the educational work performed 
by such organizations as the National League of Re- 
publican Clubs and similar bodies. Education, indeed, 
is the key to the situation. 

But. an increase in the number of intelligent voters 
will not of itself effect any profound change in our poli- 
tics, unless the voters are supplied with a better class 
of candidates for office. Viewed as the country’s and 


34 GREAT AMERICAN ISSUES 


the world’s greatest business organization, our Govern- 
ment must necessarily depend for its success upon the 
same factors which make for success in other large 
businesses. One of our most pressing needs is to secure 
a larger number of business and professional men for 
the government service, as legislators and office holders. 
This shirking of their civic responsibilities is highly dis- 
creditable in our men of affairs. They have regarded 
politics as a matter of merely academic interest, or, with 
unctuous rectitude, as an unclean vocation. But the 
plain, unvarnished reason for the failure of so many busi- 
ness men to discharge their political duties has been their 
unwillingness to make the necessary sacrifice of social 
pleasure, of business opportunities, and of monetary re- 
ward—a point to be more fully discussed a little later. 

There is fortunately, however, a growing realization 
that our business prosperity no less than our civic effi- 
ciency depends ultimately on the political conditions of 
the country, and that in politics, as in business, integrity 
of purpose and straightforwardness of methods are es- 
sential to abiding success. That other callings besides 
those of the lawyer and the editor could furnish con- 
structive thought to the work of legislation will hardly 
be questioned. 

Reference may properly be made at this point to the 
contributions that ought to be made to our political life 
by a profession which has been closely identified with 
the country’s economic progress,—engineering. The en- 
gineer is exceptionally well qualified for public service. 
The quality of his training and the nature of his work 
compel him to take up every problem in the spirit of 
empirical science,—a search for the truth; and he is as- 
customed to arrive at his conclusions only through a 
process of reasoning instead of through the influence of 
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sentiment. The success of the engineer’s career depends 
upon the realization of his predictions, and he cannot, 
with any effect, urge extenuating circumstances to ex- 
plain his failures. 

The extremely practical character of his: work makes 
it second nature for the engineer to expect performance 
to follow upon the heels of promise, a quality entirely 
lacking in the average politician, whose principal aim 
seems to be to beguile the voter with a pleasing assort- 
ment of political panaceas. This sense of responsibility 
in the engineer is developed by his intimate association 
with the details of his enterprise. He cannot sit for- 
ever in an office and transmit his orders by telegraph 
and telephone. He must for a great part of his time 
be actually on his job, in close personal contact with his 
foremen, his mechanics, his laborers; and it is from this 
contact that he acquires a knowledge of men, of their 
thoughts, their needs, their ambitions—i.e., the human 
equation, the most important factor even in politics. 

It is not to be forgotten, also, that the engineer plays 
a great part in the general progress of civilization. In 
his quest for the metals, the mining engineer is a pioneer. 
He is followed closely by his confreres, the civil engi- 
neer, the mechanical engineer, and the electrical engineer, 
each of whom contributes a unique service in develop- 
.ing the natural resources of the world and in laying out 
and building up those great industries in which both cap- 
ital and labor find their employment. 

Like the engineer the trained business man is pe- 
culiarly fitted to solve political problems. The large ma- 
jority of political questions, domestic and foreign,— 
the tariff, taxation, banking laws, transportation regula- 
tions, contract,—deal with business, while from the very 
nature of his daily work the business man, like the states- 
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“man, is in contact with his fellowmen. Of business men, 
-as of engineers, it is unfortunately true that they have 
taken little part in politics. 

It would, however, be unjust to the followers of these 
callings if the blame for this state of affairs were to be 
placed entirely upon their shoulders. To a large extent 
the condition is due to a number of very unsatisfactory 
features in our political system. The successful man 
of business, in whatever field, has in most cases at the 
age of forty years well established himself. He is usu- 
ally in the class that pays surtaxes on its incomes. He 
occupies a position of power and influence among his 
associates, and has reasonable grounds for expecting his 
position to improve as time goes on. Suppose that such 
a man is ambitious for a public career, and becomes a 
candidate for a State Legislature or for Congress, what 
must he expect to face? In the first place his general 
character would fall under the attack of his profes- 
sional political opponents, and his name would be as- 
sociated with all those insinuations and charges which 
are the mean and common weapons of political warfare. 
In addition, if he were elected to Congress or to a State 
Assembly, the first thing that would happen to him would 
be that his net income would be reduced by probably 
fifty or seventy-five per cent. 

Let us suppose that he accepts this sacrifice as his 
contribution to good citizenship, and decides to do his 
best toward the furtherance of constructive legislation. 
A very short experience, in a legislative chamber would 
serve to convince him that the majority of his fellow 
members were more concerned about party advantage and 
reelection than about the public welfare, and that legis- 
lative debate was addressed less to the merits of the points 
at issue than to the need of placating the animosities and 
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pandering to the prejudices of a member’s constituents. 

If such a legislator should decide to hold himself 
aloof from the chicanery of politics and to vote only ac- 
cording to the dictates of his conscience and the voice 
of his reason, he would soon find himself regarded as 
a crank by his opponents and a party traitor by his as- 
sociates; and the party machine would see to it that he 
was defeated at the next election. Nor would his po- 
sition be greatly improved if he took the opposite course 
and became a staunch party man,—a vote that could 
always be depended upon. In such a case he could only 
hope, as a2 minimum result, that his district would con- 
tinue to retain him so long as the majority of its voters 
remained loyal to his party, and, as a maximum, that 
he could secure some high political post—the governor- 
ship of a state, a cabinet position, or a diplomatic office. 
On the most favorable supposition he would at the end 
of ten years be a poorer man than when he entered 
politics, while the attainment of any post would carry 
with it no assurance that at the next election the defeat 
of his party would not relegate him to private life. 

A patriotic man might well face these dispiriting 
manifestations of American political life if there were 
any strong likelihood that he could render some really 
memorable service to his country, or that he would find 
in an enduring public esteem some compensation for the 
loss of time, of money, and of peace of mind. But no 
such prospect is before him. Whatever political power 
he may gather into his hands through long years of stren- 
uous activity he can scarcely hope to employ in the pub- 
lic service, for the energy he has hitherto expended in 
securing power he must now largely expend in retaining 
it. He will have to meet not only the fatuous criticism 
of the opposite party, but also in many cases the paralyz- 
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ing obstruction of jealous rivalry within his own party. 

The commentary of Lord Macaulay upon English poli- 
tics applies with vastly greater force to American poli- 
tics. Speaking of the Right Honorable T. P. Courtenay, 
who had recently retired from Parliamentary life, 
Macaulay says: “He has little reason to envy any of 
those who are still engaged in a pursuit from which, at 
most, they can only expect that, by relinquishing liberal 
studies and social pleasures, by passing nights without 
sleep and summers without one glimpse of the beauties 
of nature, they may attain that laborious, that invidious, 
that closely watched slavery which is mocked with the 
name of power.” Moreover, against the slender pros- 
pect that he may serve his country well as a legislator or 
as an administrative official, the American politician of 
ideals must set the certainty that his efforts will at the 
best be rewarded by public opinion with neglect, and 
—at the worst with contempt. 

The situation outlined above is surely not one always 
to attract the best type of man to political life. Yet, 
to-day, more than ever before, we are faced with prob- 
lems of statesmanship which for their successful solution 
will require all that is wisest, most humane, most up- 
right, most constructive, and most experienced, in Amer- 
ican character. 

How are these higher elements to be mobilized for the 
service of the country? How are we to redeem our po- 
litical life from the state into which it has fallen through 
becoming the refuge of mediocrity? Upon finding the 
right answer to these questions will depend the fate of 
the United States in its dealing with those great moral 
and material problems for the solution of which the war 
has paved the way, and for the struggle with which the 
idealism of a righteous cause for war, the discipline of 
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war, and the unifying influence of war have prepared 
the mass of our people. 

If these questions were approached from the stand- 
point of political technique, if we were to discuss pri- 
maries and conventions, pledges and platforms, party 
funds and party bosses, we should merely be entering 
upon ground which has been so plowed up by the shells 
of controversy that every road has been obliterated. All 
these matters, it is true, must be taken into account in 
due season, but to entangle oneself in a maze of detail 
when fundamental principles are at stake would be to 
miss the political resurrection by stopping to fuss over 
one’s ascension robes. 

Our immediate need is not a new machinery, but a 
new conception of politics. If we can give the voter a 
broader, a truer, a nobler vision of the part which poli- 
tics plays in the general welfare of the country, it will 
not be in the power of disease in our political system 
to blight the harvest of good works. The new era will 
dawn when we come to recognize that the foundation of 
every political edifice of which democracy is the architect 
is the character of its citizens; that no beauty of design, 
no grandeur of scale, no detail of ornament can save 
that building from crumbling into ruin if the foundation 
is not kept sound. 

Once this principle is thoroughly grasped, once it has 
become as much a part of our political consciousness as 
honesty is of our social consciousness it will be possible 
to pave the way for the participation of thousands of 
men in political life who now hold aloof, but whose in- 
fluence, once they enter politics, will elevate its tone, in- 
crease its efficiency, and make a political career as un- 
desirable for the undesirable citizen as it now is for the 
desirable. 


IV 
IDEALS OF AMERICAN DEMOCRACY 


Most men find it hard to explain exactly what they 
mean by democracy, although of recent years the term 
has been on everybody’s lips. It seems to mean one 
thing in Great Britain, another in France, another in 
Italy, another in Switzerland and another in Russia. It’ 
means, in fact, so many different things that men often 
try to steady their bewildered brains by qualifying it asa 
“real”? democracy or “true” democracy. It is, indeed, an 
elusive will-o’-the-wisp, defying definition, and it is not 
our purpose here to add another futile attempt to bring 
it within the confining limits of a phrase or set of phrases. 
We are concerned neither with the abstractions of 
philosophy nor world problems, but simply with the prob- 
lems which at this time confront the American people. 

In the preceding chapter we considered the importance 
of insuring a larger participation in politics of the best 
elements of American life. National affairs cannot be 
adequately handled, in the manner most conducive to our 
national welfare, so long as these elements hold aloof. 
The course of events during the war demonstrated con- 
clusively that there was no lack of good will, no holding 
back from whatever public service promised to advance 
the national cause. Nor was this patriotism and loyalty 
of all classes a temporary ebullition of sentiment. It is 
an old saying that one cannot gather figs from thistles. 
If, then, in times of peace we do not have the same re- 
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sponse of all classes to the call of public service, may it | 
not be because under a cumbersome machinery of party 
politics we have so muffled the call that men do not hear 
it? Indeed, if American democracy has not made the 
progress that we expected of it, is it not because we have 
fostered or tolerated parasitical political growth which, 
like the barnacles on a ship’s keel, impede its progress? 
If democracy is to exist and grow stronger in the future, 
it can only be by a full realization of this truth, and by 
insuring the freest and most conclusive expression to the 
mature will and convictions of the people. To show how 
this is to be brought about is our present endeavor. 

Reduced to its simplest form the goal for which we 
must strive is our reestablishment upon a solid founda- 
tion of representative Democracy laid down by 
the Constitution of the United States. The nature and 
extent of our political ills can be measured by the dis- 
tance we have traveled from that historic landmark. We 
have gradually fallen into the practices of delegated 
Democracy, and those who urge upon us the Initiative, 
the Referendum, and the Recall, would drive us to that 
extreme horizon of direct Democracy from which van- 
tage point the pole of representative government is 
scarcely discernible. 

The direct bearing of these different types of denon 
cratic government upon the question of producing more 
intelligent voters and better legislators is easily estab- 
lished. Ina representative democracy the voters pick out 
aman to represent them. The representative is supposed 
to have a free hand and to be subject to no direct per- 
suasion as to how he shall vote on any particular question. 
Under such a system the successful candidate has joined 
in him both responsibility to and authority from those 
whom he represents, and it is in the union of these two 
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elements that we find the attraction which draws men of 
the highest character and ability to any occupation in 
which it is found. 

If the representative quality in political choice is firmly 
fixed in the voter’s mind his sense of responsibility will 
be quickened, for he will realize that he is handing a blank 
check to another man, trusting that man to fill in the 
amount, and foregoing himself the right to stop pay- 
ment at the bank. Since the only power he retains over 
his representative is that of denying him reelection, he 
must face the full consequences of his choice in so far as 
the present term is concerned. The representative on 
his side must depend upon his general record to secure his 
reelection. 

In the main, of course, on questions of general policy 
the voters of each party select a representative whose 
views accord with their own, but regarding many ques- 
tions of the highest import he must be allowed to follow 
his own judgment, especially if these are complicated, as 
in the case of legislation dealing with banking or tax- 
ation. . With reference to these matters the representative 
is in a position to study the details of legislation much 
better than can his constituents, and he assumes the posi- 
tion of a skilled expert, directing the people’s cause as an. 
engineer or a lawyer represents his clients. Such a rep- 
resentative must, of course, hear all that his constituents 
have to say, but the decision must be his own. 

Another matter of great import is that in the national 
government, although representatives are elected by local 
constituencies, they must speak and vote in the interest 
of the whole country. Usually the interest of the locality 
agrees with that of the whole country, but, if these in- 
terests are diverse, the representative’s oath of office 
should compel him to consider his country before his 
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district. He is a representative, but not a mere delegate, 
and the fact that he must in some cases vote against the 
will of his particular district in order to conserve the 
good of the nation as a whole militates against the dele- 
gate theory of democracy as much as do good judg- 
ment and political expediency. 

Of late years we have witnessed a decrease of faith in 
the representative system on the part of a large element 
of the population. This phenomenon must be laid to the 
fact that with the development of powerful party 
machines, and by their seizure of nominating conventions, 
it came about that the representative no longer truly 
represented the voters, or even the voters’ representatives 
in convention assembled, but only that portion of the 
voters’ representatives which controlled the political 
machines that dominated the convention. Thus, the po- 
litical center of gravity in many cases—perhaps gener- 
ally—has gradually shifted. It had formerly rested 
between the voter and his representative; it has slowly 
assumed a position somewhere between the local party 
machine and its delegate,—the nominee offered to the 
convention. 

Slow as these changes were to make themselves felt, 
they have finally had the effect of leaving us in far too 
many cases with a machinery of representative govern- 
ment made over to function as a system of delegated 
government. The voter, instead of choosing a represen- 
tative, chose a party; the party provided him with a 
convention, the party machine provided the convention 
with delegates; and the delegates provided a candidate 
whose allegiance was no longer to the voter, but to the 
party machine, and whose vote, after election, no longer 
reflected his independent judgment on legislation but only 
his agreement to stand ‘by his party. 
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As time passed it became painfully evident that our 
political system was going wrong. The flow of legisla- 
tion increased to an unprecedented volume, but this im- 
mense legislative sowing yielded a very poor harvest of 
results. Gradually a new element was added to the gen- 
eral discontent: the growth of a conviction in the minds 
of the body of voters of all parties that the government 
of the country had been taken away from them and had 
been vested in the inner cliques of the party machines. 
This discontent found its expression in a demand that 
the power of government should be “restored to the peo- 
ple,’ and among the methods selected to achieve this 
purpose were the direct election of United States Sena- 
tors and the substitution of the Primary for the Con- 
vention as the means of securing candidates. 

These changes represented the views of the moderate 
element in the two great parties, but to the mind of the 
extremist a more drastic remedy commended itself,—no 
less than a proposal to accept the failure of representative 
government as settled, to ignore the fact that the seeming 
failure was due to the gradual disappearance of the rep- 
resentative quality in our government, and frankly to 
accept the idea of delegated government and set it up in 
place of the representative type which it had slowly cor- 
rupted. 

The instruments by means of which this profound 
change in our political institutions was to be effected were 
the Initiative, the Referendum, and the Recall. Whether 
or not these experiments will make for good government 
in the United States in the twentieth century only the 
application of them can finally prove, but there can be no 
doubt whatever that their general acceptance would com- 
pletely alter the character of our government, would de- 
stroy the principle of representation on which it was 
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founded, and would provide us with a system which no 
great nation has adopted since the pagan days when 
Greece was the center of the world’s civilization. 
Moreover, the Initiative and Referendum, if frequently 
used, would drive from public life a large proportion of 
our ablest politicians, and the Recall would drive from 
public service on the bench every self respecting lawyer. 
Few honest and competent citizens would leave a busi- 
ness or professional career to enter one in which the rep- 
resentative’s part would be hardly better than that of a 
messenger boy, and in which personal ability and expe- 
rience would count for little or nothing. Applied to the 
Judiciary, the Recall would indeed remove the bandage 
from the eyes of Justice. It would also strike from one 
hand the scales, whilst leaving in the other the sword. 
Surely, no lawyer of repute could be found who would 
consent to occupy a bench from which he would be called 
upon to dispense overnight public sentiment, and from 
which overnight public sentiment could drag him any 
morning. 

The best that can be said of the Initiative and Referen- 
dum is that in Switzerland where they have been used 
most, the cantons are in some instances so small that the 
laws proposed are voted on in mass meeting. In the 
large cantons and in the Central Government, the process 
is optional on the basis of a large petition. The Swiss 
people have had a long experience in self-government and 
long practise in the use of the Referendum and Initiative, 
but even their experience would not seem to make ad- 
visable the extension of the system to this country. They 
have usually been very conservative—so much so that 
they have often defeated, and thus delayed for some 
years, essential reforms later adopted. Again, in some 
instances, as in the anti-vaccination and anti-Semitic 
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movements, skilful agitation has swept the voters with a 
gust of passion and legislation has been enacted that 
later had to be repealed. 

Even though the Swiss plan had always worked to the 
best advantage, Swiss conditions differ so vastly from 
those in the United States that they can hardly be made 
the basis of argument or analogy. In addition, it should 
not be forgotten that we now have a type of referendum 
in the matter of revisions of our constitutions. On broad 
simple questions such as really belong in a constitution, 
where what the people wish is of more importance than 
any special form of expressing it, the referendum is 
sound. The people can well judge whether trial by jury 
or quartering of soldiers on them is a good thing and 
whether or not they wish it. They cannot well judge the 
details of a banking law or a tariff schedule or a labor 
insurance law. They would be swayed more by a skilful 
demagogical appeal against “Wall Street,” or “Monopo- 
lies,’ or “Gary,” or “Morgan” on the one hand, and 
“Socialists,” or “Trade Unions,” or “Debs,” or “Gom- 
pers” on the other, than by any careful or well reasoned 
study of facts and principles. But they could easily pick 
out the man whose trained judgment they could trust on 
these technical questions, if only there were fair methods 
of electing such men as their representatives. 

Each of these revolutionary proposals, the Initiative, 
the Referendum and the Recall, breathes a spirit of dis- 
trust, not only of the people’s representatives, but also of 
the people themselves. The representatives, say the pro- 
ponents of these radical theories, cannot be trusted to 
initiate legislation (although any responsible citizen has 
no trouble now in having a bill introduced into any of 
our legislative bodies), the people, therefore, must have 
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the power of initiative. Moreover, since this initiative 
by the people cannot itself be trusted to insure proper 
legislative action, it must be subject to a referendum. 
Even the referendum cannot be trusted, for the recall 
must be held over the head of each official—legislative, 
administrative, and judicial—who is charged with» the 
duty of giving effect to the decree of the referendum. 
The whole thing is a nightmare of distrust, a humiliating 
spectacle of political panic. Certainly, no argument has 
been advanced in favor of the Initiative, the Referen- 
dum, or the Recall, which proves that the reforms which 
their advocates predict from putting them into operation 
could not be effected with equal certainty and without 
tearing our political institutions to pieces if we should go 
back to the true principles of representative government. 
By making only such few changes in its machinery as 
_ experience has proved to be necessary we should be able 
to accomplish the reforms desired, and at the same time 
be guarded against the Swiss experiences. 

It must be admitted that Congress and the State Legis- 
latures did at one time justly fall under the suspicion that 
they contained too many men who represented special in- 
terests rather than the public welfare, and that corruption 
had come to play a part in the election of legislatures 
and in the votes of legislators. But the past twenty years 
have witnessed a great change for the better, and so far 
as honesty is concerned our national and state legisla- 
tures have never been at a higher level than they are 
to-day. This improvement has been effected without the 
aid of the Initiative, the Referendum, and the Recall. 
It has been brought about by several agencies—primarily 
by the educational and moral influence of publicity, in 
part by the popular election of Senators, and probably 
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also in part by the adoption of the Primary as a means of 
selecting political candidates. 

One of the principal causes of dissatisfaction with the 
two-party system has been that under the conditions 
that have developed along with party organization, neither 
party is at times responsive enough to new issues of real 
importance to the public. Failing to secure the endorse- 
ment of either party, advocates of a new political idea or 
measure have from time to time banded themselves to- 
gether to form a new party with a platform centered on 
this particular measure. The success of a third party, of 
course, depends upon the popularity of the principles for 
which it stands and upon the influence of its leaders and 
principal adherents. Rarely, however, has a third party 
succeeded in establishing itself as a political power, and 
failing in this, it can influence the already existing parties 
only to a small extent, and succeeds only in withdrawing 
voters from those parties. The achievement of third 
parties even in this particular is relatively small. 

Is the third party method after all the best way in 
which to institute a needed measure or to bring about a 
desirable ‘reform’? Granting that the purpose for which 
the third party is organized is highly desirable, it is 
proper to take also into consideration the cost in effort, 
the diversion of public attention from other matters per- 
haps equally important, the disorganization of political 
strength, and the confusion of political ideals. If the 
same amount of effort were expended within a single 
existing party, would not more practical results be ob- 
tained? Unless both of the leading parties have become 
utterly unresponsive to a considerable portion of the elec- 
torate, the “third-party” method of advancing a political 
ideal or a specific measure would seem to be cumbersome 
as well as expensive. Of course, if one of the two prin- 
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_ cipal parties has become ineffective even as an opposition 
party, a new political organization might eventually be 
expected to take its place and gradually absorb it. 

The natural alignment of the voters of a State or a 
Nation is in the two-party political system—the party in 
control and the party in opposition and seeking control. 
Public opinion crystallizes itself for and against a set of 
general political principles and for and against the actual 
results arising from such principles when put into prac- 
tise. If public conscience is alert, if public interest does 
not entirely flag, the alignment of practically all elements 
of the electorate along two lines is sufficient to maintain 
the proper balance between reactionary conservatism and 
radical progressivism. A third party under ordinary con- 
ditions tends to disturb this balance. 

Honesty in politics will never fall to its former low 
estate if our aroused public conscience is kept awake. 
Our real task to-day is to secure competence in politics, 
and this is difficult of accomplishment. Legislative hon- 
esty is easily defined, easily understood, easily made the 
subject of public agitation. Legislative dishonesty, when 
proved, can be visited with severe punishment. Legisla- 
tive competence, however, is a highly complex matter. 
As its definition must be framed in terms of opinion and 
not in terms of law, no sharp line can be drawn between 
competence and incompetence, and it is only when they 
are exhibited in an extreme form that they are clearly 
distinguishable. Even when they appear in that form the 
artifices of the politician can at times be successfully 
employed to make the one look like the other, and if, 
despite all his attempts at concealment, a political leader 
is finally exposed as incompetent, his punishment is lim- 
ited to the withdrawal of popular support, and our politi- 
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cal history shows that it is by no means certain that even 
this punishment will be meted out to him. 

The only way of dealing with this sort of difficulty 
is to dig down to the roots of the matter to find the causes. 
In the present problem there are two such causes, closely 
intertwined. One is that the highest character of the 
country and its highest ability, despite individual excep- 
tions, are not adequately represented by our legislators 
and administrators,—and this alone is sufficient to 
account for the present seeming failure of our represen- 
tative system. The other cause.is that our political 
machinery, as it is now operated, attracts but few of our 
best men to the nation’s service. 

Our corrupt practices acts and the direct primaries 
have, indeed, greatly reduced the opportunities for the 
corrupt use of money in elections, but money still pos- 
sesses an undue influence. In the race for primary nomi+ 
nation the candidate who has at his disposal the largest 
fund does, without any corrupt use of it, enjoy a great 
advantage, for he can afford the expense of a much wider 
campaign of publicity. For a man who has not already 
been in public life, and whose name is therefore not well 
known to the voters, the great expense for such necessary 
publicity is well-nigh prohibitive. Although the primary 
was established by the reformers as a defense against the 
political bosses and the political rings, the system seems 
in many respects to have played into the hands of these 
bosses and rings. Not only is the expense of publicity 
necessary, but the people have shown much the same care- 
lessness about attending the primaries and casting their 
votes as they showed in attending the party caucuses of 
earlier days. In consequence the party leaders and their 
henchmen find it almost as easy to pack the primary as 
they did to pack the old-fashioned caucus. Indeed, inas- 
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much as the primaries are held for both parties at the 
same time, it is even easier now for unscrupulous poli- 
ticians to manipulate the nominations of the opposing 
party than it was in former times, and it has, of course, 
been long recognized that party advantage can be secured 
as well by providing a weak candidate for the opposition 
as by offering a strong candidate for one’s own party. 

The indifference of the public toward the primaries, 
as compared with their attitude toward an actual election, 
is well shown in the figures regarding the New York 
State Primaries of September, 1918, and the votes cast 
that same year at the regular election. For example, at 
the election there were cast for the Democratic candidate 
for governor, Smith, 1,009,936,—at the primary 199,752; 
for the Republican candidate, Whitman, at the election 
950,034,—at the primary 295,471; for the Socialist can- 
didate, Ervin, at the election 121,705,—at the primary 
9,687; for the Prohibition candidate, Whitman, at the 
election 38,794,—at the primary 5,855. Disparity of this 
sort obtains in a greater or less degree in all the other 
Northern States. Inthe Southern States, however, where 
the nomination of a candidate on the Democratic ticket is 
usually tantamount to election, more interest is mani- 
fested in the primaries and often more votes are cast at 
that time than in the following regular election. 

These returns show a basic weakness of our nomination 
system even under the direct primary plan, and the results 
have been much the same as under the old-time caucus 
_ system—somewhat worse perhaps. The only remedy for 
this state of affairs lies in training the voters to realize 
their responsibilities; in educating them to see that they 
have already lost the election at the primary, so far as 
securing the best candidate goes, if they have neglected 
their duty. 
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Aside, however, from this fundamental remedy for the 
evil,—education of the electorate,—it is probable that the 
expense of the primary could be lessened, and the use- 
fulness of the system greatly extended and,—at the same 
time all its advantages preserved,—if the primaries were 
employed, not as a means of nominating candidates for 
office, but rather for the purpose of electing delegates to 
a nominating convention. The effect of this change in 
the primary system would be to give us back the con- 
vention plan, which is spite of its weakness has still many 
excellencies, especially if it be purged, in part at least, 
of the evils which led to its abolition. 

It is easy to see how this proposed change at the point 
where the primary is employed would remove some of 
the objections formerly urged against the convention as 
the agency for political nominations. With the primary 
working as it does at present, the reward of the victor 
is the nomination of his party, which brings him only 
one step from actual election. For such a reward a man 
eager for political office is willing to raise a large cam- 
paign fund. But if what is decided at the primary is not 
the nomination of the candidate but only the make-up of 
a convention at which the candidate will be nominated, 
the reward in sight is only a fractional share of the power 
through which the candidate will receive his nomination. 
Not only would it be impossible for any man acting in 
his own interest, but also impossible for any party acting 
in the interest of a particular man, to accumulate by the 
employment of money enough of these fractions to 
acquire the power to insure in advance the choice of the 
convention. 

From such a change as this there might reasonably 
be expected to follow a gradual improvement in the type 
of men offering themselves for election. The prospective 
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candidate would be relieved of the necessity, repugnant 
to any self-respecting man, of loudly advertising his 
abilities, and of submitting to an equally vociferous at- 
tack by his rival. The decision as to the best candidate 
having been removed from a large and comparatively 
uninformed electorate to a select body of representatives 
in convention, the nomination would be made under more 
dignified circumstances, by men who would be likely to 
have a personal knowledge of the candidate; and the re- 
sponsibility of choice, instead of being diffused and lost 
among the mass of voters, would be concentrated among 
a small body of known men upon whom it could be defi- 
nitely fixed by the record. 


Vv 
THE STRUGGLE FOR GOOD GOVERNMENT 


THE three essential phases of government are election, 
legislation and administration. Politics is the root of the 
first; it has a legitimate influence on the second, but for 
the third it is anathema. The United States suffers more 
than any other country from a popular failure to dis- 
tinguish clearly between them. Too often we do not 
realize that the abilities which make an effective poli- 
tician are far from being the same as those which make 
a good administrator; indeed the qualities which enable 
a man to attain office often make him totally unfit to 
hold it. 

The tradition that impassioned oratory is the principal 
_need of a man in public life comes down to us from a 
time when we were fighting to emancipate ourselves from 
European domination and it was necessary to support 
our cause with rhetoric and glowing argument. Our 
present needs are different. In these days, in the admin- 
istration of government, deeds, not words, count. Ameri- 
can democracy won its fight for free government in the 
eighteenth century,—its fight in the twentieth must be 
for good government; and just as there can be no good 
government without good administration, there can be 
no good administration until administration is divorced 
from party politics and partisanship. 

Partisanship, however, is entitled to a certain place, 
especially in the conduct of elections. ‘An election which 
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did not involve party politics would cease to be an election 
in the vocabulary of popular government, for politics and 
policies are words closely allied; and since, in theory at 
least, the purpose of political parties is to determine poli- 
cies and to choose the men who will carry out these 
policies in the name of the people, elections without poli- 
tics would belie their name. This gives us a clue to the 
proper scope of elections, and to the proper sphere of 
politics. Elections that go beyond the choice of men to 
determine or to carry out policies and reach out into the 
field of administration that does not belong to them are 
likely to do more harm than good. Party politics is 
necessary in those steps of governmental action which 
influence policies, but harmful when it goes beyond this 
point. 

Party politics we understand to include the art of ob- 
taining and retaining power in office. This power means 
nothing more than opportunity to exercise an influence 
on the choice or administration of policies. Power and 
place are often confused, Place is not power, and poli- 
tics in the true and legitimate sense has nothing to do with 
securing place. The man who attained the distinctive 
name of “what-are-we-here-for-Flanagan” was a place- 
hunter, not a politician; it is the debauchery of politics 
into a mere scramble for jobs that has attached an odium 
to the word. 

In Congress and in our State Legislatures men are 
often accused of “playing politics.” Doubtless this is a 
correct statement, but should it be deemed an accusation? 
If democratic government makes it a proper aspiration 
for men to seek power in public affairs in order to have 
an opportunity to benefit their country, why should they 
be condemned for seeking to retain it? The contention of 
some enthusiasts that party politics should be banished 
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from legislative practice is untenable, although it would 
be equally improper to give it the foremost place among 
the legislator’s functions. His main business is to strive 
to give fitting expression to the will of the people in the 
enactment of laws. But just what is the will of the people 
who elected him it is often difficult to determine. If it 
be conceded that he has a very definite knowledge of the 
purpose of his election and what he was expected to do, 
he cannot, and ought not, to be unresponsive to changes 
in public sentiment which may have occurred since his 
election. Indeed, he would be less than human if, losing 
sight of possible reelection, he failed, as the modern 
phrase has it, to “keep in right” with the people who 
elected him. 

But on the other hand the assumption that the legislator 
should be governed entirely by local sentiment in matters 
involving the national welfare is certainly not to be com- 
mended, although in practice it has gained some currency. 
A representative stands not merely for the comparatively 
few people who have elected him, but for the people of 
the entire country, and he should study not only the inter- 
ests of his immediate constituents, but national interests 
as well. From his vantage point he has the opportunity 
of consulting with representatives from other constitu- 
encies throughout the country, and may well form opin- 
ions more wisely than can his constituents. And yet, a 
representative should by no means neglect the local inter- 
ests of the people who elected him. It is, of course, the 
business of the representative to look after the interests 
of his constituents and to serve them in every way pos- 
sible, as long as this course does not conflict with the 
broader interests of the state or with what he conceives 
to be correct principles. 

If the voters feel that they have chosen their most 
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representative citizen, and if the representative is made 
to feel that his prime duty is to investigate independently, 
and to exercise his individual judgment and responsibility 
as to the best method of promoting the public welfare, 
the principles by which he is guided will receive in large 
measure the approval of his constituents. Where a feel- 
ing of mutual confidence exists, the people will also concur 
more readily in the judgment of their representatives, 
whenever his conception of his responsibility requires him 
to vote against the immediate interests of his constituents 
in order to further the welfare of the country as a whole. 

Our political leaders too often lack the courage to 
carry out their convictions. Not having clearly thought 
out their own duties, creeping along ‘‘with an ear to the 
ground,” attempting to catch the murmurs of popular 
sentiment, many of them seem more like wary delegates 
trying to discover the shifting and varying indications of 
public sentiment, than true “representatives” seeking the 
best interest of all. The great names in our history, 
Washington, Adams, Jackson, Lincoln, Roosevelt, were 
no less representative because they thought independently 
and were not afraid to make a decision. Only when our 
politicians learn and act upon this conception of represen- 
tation, and cease to be mere empty mouthpieces, are they 
likely to have the highest success, and the nation to attain 
its true prosperity. 

The cases in which national and local interests strongly 
conflict do not, as a matter of fact, occur with great 
frequency. Nor should a representative ordinarily feel 
obliged to support legislation fundamentally different in 
principle from the views he was known to entertain at 
the time of his election; but where new issues involving 
irreconcilable differences arise, the representative who 
properly values his self-respect will not sacrifice his prin- 
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ciples in order to insure his retention in office. Unques- 
tionably it is better for him by resigning to permit the 
selection of a representative whose principles more closely 
accord with those of his constituents, than to yield in such 
a case to popular clamor. 

Governors of states are sometimes, and mayors of 
cities are usually, in their respective governments, chief 
executives in the same sense as is the President. As such, 
they, too, have a share in deciding governmental policies, 
and since in a democracy policies should reflect the will 
of the people, we can conceive of no other method of 
choosing these officers than through elections. But the 
reason for this lies mainly in the fact that they not only 
are charged with the duty of carrying out the laws, but 
that they help to make them. It is one thing to interpret 
the will of the people by determining the policies to be 
embodied in law and quite another thing to carry out 
those policies after they have been formulated. The com- 
bination of the two functions is often dangerous, and so 
thoroughly is this coming to be recognized in certain 
forms of municipal government, that, after provision has 
been made for what may be termed a board of govern- 
ment, the administration is turned over to a City Man- 
ager, who corresponds to the general manager appointed 
by the board of directors of a corporation. 

In earlier chapters we have briefly considered elections 
and legislation. We must now consider that third aspect 
of government,—administration. After what has been 
said it ought not to be difficult to prove that neither elec- 
tions nor party politics ought to have anything to do with 
administration. Yet, if elections enter into it, partisan- 
ship cannot be excluded. The first step toward good 
government is, then, to remove public administration from 
the elective principle. But even if we do not open the 
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door to partisanship through election, it is very likely to 
force its way into administration from other quarters; 
means must, therefore, be found to reduce its influence 
to a minimum if we are to attain good government. 

We frequently hear it said that what we need in public 
affairs is “a good business administration.” This is a 
recognition of the fact that the work of government is 
essentially a business matter, and that government sould 
be run on business principles. Now, the first principle of 
success in business is that it shall be in the hands of 
competent men, and it is, of course, understood that those 
who select them shall be capable of recognizing the abili- 
ties needed to fill business positions. The ability required 
- to handle a department or bureau of government is always 
of the executive type, and to this must in many cases be 
added technical knowledge. Where technical knowledge 
is an indispensable requirement the absurdity of selection 
through a popular election is apparent. Of what value, 
for example, is the voice of the people in determining the 
fitness of a man for the post of city engineer, or banking 
commissioner or the chief of the state insurance depart- 
ment? Yet, in defiance of good sense, offices such as 
these are in a number of states and cities made elective. 
Suppose, merely by way of illustration, that in some dis- 
tant future there should be a general conviction that the 
government should operate railroads, that such a propo- 
sition should be the crux of a political campaign, that the 
people should vote upon the policy involved, and that the 
Congress so elected should enact that policy into law. 
All this would be perfectly in order, but who would think 
of selecting the general manager of the railroads of the 
United States by a popular vote? 

In all our executive departments we should have per- 
manent undersecretaries who retain their positions with- 
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out regard to the changes of administrative policies, 
as dictated by cabinet officers who come and go with the 
Chief Executive by whom they are appointed. With 
every change of administration there must inevitably 
come certain of these changes of policy, few or many, 
designed to fulfil pledges given by the victorious party. 
The appointment of all officers of high enough rank to 
have a hand in shaping these policies must, of necessity, 
be left to the President, or to the President and Senate in 
cooperation. It does not follaw, however, because the 
head of a department is a statesman competent to guide 
a national policy, that he has suddenly mastered the mani- 
fold questions of skill, science, routine and method, which 
it is the labor of an ordinary official’s lifetime to under- 
stand, and which are essential to the practical application 
of policies which may be developed. The new official is 
usually called upon to consider at once questions of the 
greatest magnitude, and to make wise decisions upon a 
- multitude of details involving considerations of which he 
is ignorant. How should he be expected to exercise a 
wise discretion unless he can lean upon the knowledge and 
judgment of a subordinate or permanent undersecretary ? 

The retention of experienced subordinates to advise 
changing departmental secretaries is well exemplified in 
governmental procedure in Great Britain where, it will 
be admitted, the tone of public morality is relatively high. 
In the five great departments—the Treasury, the Foreign 
Office, the Colonial Office, the War Office, and the Home 
Office—although the decisions are made by the Cabinet, 
the permanent undersecretaries carry them out. The Post- 
Office Department, which is under the control of the Post- 
master-General, is practically managed by a permanent 
non-political secretary. The heads of these departments 
are expected to carry out the policies of the dominant 
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party, but in the execution of these policies they have the 
responsible counsel of undersecretaries, based on ability 
and long experience. The miscellaneous details of public 
work, which need to be administered in the same manner, 
regardless of the party in power, are carried on from 
year to year, on business principles. The adoption of 
this English system of permanent undersecretaries to the 
Federal departments at Washington would seem to be of 
very great importance from the standpoint of efficient 
government. 

An excellent beginning of this plan was made under 
Presidents Roosevelt and Taft in the case of Bureau 
Chiefs in several departments, but notwithstanding the 
instance of the long and efficient service of Assistant- 
Secretary Adee of the State Department, who has been 
retained in office since 1882, and who is perhaps our near- 
est approximation to a British undersecretary, the policy 
is not yet securely established. Under the present system 
every change of administration involving a change of 
parties still witnesses a complete upheaval in the higher 
positions and a very considerable removal of those officials 
who rank above the classified service. The advantage in 
such cases, of a permanent head in each department to 
furnish responsible counsel and information to the new- 
- ly-appointed secretary is unquestionable. Only men of 
character, energy, adaptability, and a wide knowledge of 
_ public affairs should be considered and their selection and 
tenure of office should, of course, be absolutely unaffected 
by partisanship considerations. 

The line between general executive ability and tech- 
nical ability is somewhat hard to distinguish. Even under 
a system of unhampered popular election it is doubtful 
whether a man who knew nothing about law would be 
elected prosecuting attorney, or a man who knew nothing 
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about engineering would be chosen as city engineer; but 
it is altogether possible that a man who had been a failure 
in handling men may be elected chief of police, and that 
a man entirely unfamiliar with transportation problems 
may be chosen public service commissioner. We have a 
way of looking at these things in politics more hopefully 
than we are accustomed to in business, and are apt to 
hold that you can never tell what a man can do until he 
has had a chance to try. Now, it is not to be denied that 
in various administrative positions of the government 
(and of business, too, for that matter), men without 
previous experience have often made fine records of 
achievement, but they have never done so unless they 
brought to their new positions that intangible something 
which we call executive ability. The choice of such men 
by popular election is a happy accident, not the natural 
result of the system. 

Reverting to the oft-expressed wish for business meth- 
ods in government administration, it is well to remember 
that another requisite of sound business is the fixing of 
definite responsibility. Where all the prominent members 
of a state or city administration are chosen by popular 
election there is a vague general responsibility to the 
public, but none to the chief executive, and, therefore, no 
coordination among the departments. The result is a 
series of practically independent officials who may perhaps 
pull together, but are more likely to pull in as many differ- 
ent directions as there are offices. There is neither re- 
sponsibility nor accountability. ‘ 

Except as it throws light upon other problems, the 
matter now under consideration has no application to 
national affairs, since no large administrative position 
under the Federal government, apart from that of Presi- 
dent and Vice-President, is filled by popular election. 
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But it has a very distinct bearing upon state and local 
government where manifold elections are still widely 
prevalent. 

Fortunately, both in state and municipal government 
the movement is away from the condition of affairs which 
we have described. The tendency of the times is for the 
short ballot and the filling of more offices by appoint- 
ment. This has the advantage of concentrating the at- 
tention of the voter upon a few men and measures. The 
fewer and simpler the questions involved in an election, 
the more decided will the answers be. This imposes a 
higher sense of responsibility upon the voter, and in- 
creases that of the elected office-holder to the voter. It 
is this clear definition of authority and responsibility 
which makes for good business, and will make also for 
good government. 

‘When only a chief executive is elected, and the power 
of appointment is vested in him, he is not accountable 
for his own acts alone, but for the entire administration 
of which he is the head. This should lead him to the 
exercise of prudence and discrimination in the choice of 
his subordinates. On the whole, it appears that in the 
administration of government the public is better served 
by appointed than by elected officials. A chief executive 
is not, of course, infallible in his judgment of men, nor 
may he always estimate rightly the needs of different 
offices and the capacity required to fill them. Fish com- 
missioners have been appointed who knew nothing of 
fishes, and census officials who knew nothing of statistics, 
but this has been done on the theory that these positions 
were essentially executive, not technical. In such and 
other instances the appointing power may exercise poor 
judgment, yet it is no disparagement of democracy to de- 
clare that the executive’s judgment is apt to be riper and 
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better informed than that of the mass of the people. It 
would, indeed, be a sorry democracy if it were not so. It 
would mean that the people had chosen as a leader a man 
whom they did not consider superior to themselves. 

Politics, however, may be excluded from administra- 
tion by the front door of election, only to enter through 
the back door of patronage and find itself very much at 
home. When appointments to office are made wholly or 
chiefly with reference to keeping in power the party that 
for the time being controls the offices, public welfare suf- 
fers as partisan control gains. This shifts the interest in 
government from the task itself, and its effective accom- 
plishment, to the minor consideration of, who shall do it? 
Fortunately our standards are rising. We demand and 
expect a higher grade of service than did our fathers. 
We are more ready than we were thirty years ago to 
endorse the statement that a public office is a public trust. 
We have less understanding of and sympathy with the 
view which in the language of the street asserts that “a 
public office is a private snap.” 

With the development of governmental organization, 
which our growing population and the closer relationships 
of life have brought about, we have largely outgrown 
the “spoils system” in its extreme forms; its very excesses 
proved its destruction. Now we need not only to kill its 
manifestations, but to destroy utterly its spirit, and this 
is another matter ; for it cannot be denied that we all have 
a primitive strain in us which makes us partially sympa- 
thize with the old slogan, “To the victor belong the 
spoils.” ‘A reward for victory is not abhorrent to us, 
but the attitude of mind which considers the public offices 
as “spoils” (or “loot” as the more modern phrase would 
have it) cannot be too strongly condemned. Our trouble 
with the spoils system was that it took itself too literally, 
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and having designated rewards as “spoils,” came to re- 
gard them as such. Another objection was that the 
system failed to live up to its own motto. Instead of 
distributing the offices to the “victors,”’—to! political 
workers who had made victory possible it too often 
gave them to mere hangers-on, or to relatives and friends, 
who had no part in the victory except thus to claim its 
fruits. The political worker who had really done things 
for his party, who had given proofs of efficiency, was in 
many instances not so bad an office-holder. In innumer- 
able cases he carried into his official work the same prac- 
tical good sense and genius for organization and effective 
action that had made him a successful party worker. It 
was this result, indeed, that made us put up with the un- 
adulterated spoils system as long as we did. : We might 
have it yet, if political rewards had gone only to those 
who were politically worthy and had not been governed 
in so many instances by purely personal considerations. 

A multiplicity of appointments on the part of the execu- 
tive is as inimical to good government as a multiplicity 
of elections. It introduces too strong a temptation to 
play politics, and the yielding to such temptations is 
equally harmful to the executive and to the conduct of 
public business. It is a cardinal principle of business 
administration that the executive should not be harassed 
by details. This ought also to be a principle of govern- 
ment. When a half hour’s time of the President of the 
United States is occupied by the question of the retention 
or dismissal of a $900 clerk in one of the departments, 
it is a waste of energies that ought to be reserved for 
larger matters. If the efficiency of the service only were 
at stake such things could not occur; it is the infusion 
of the political element alone which makes them possible, 
and if we had not called for a Civil Service Law for the 


66 GREAT AMERICAN ISSUES 


protection of the government employee and the protection 
of the public service, we should have demanded it for the — 
protection of the executive. 

But we do need such a law for the protection of the 
public service. Tenure of office under any other plan de- 
pends too often on the diligence with which the employee 
serves the party, or the extent to which his selection serves 
supposed party ends, and only in a small measure on the 
efficiency with which the employee performs the duties 
for which he is appointed. Selection of the rank and file 
worker for any other reason than fitness to do his work 
would in any business enterprise be an absurdity which 
would lead to bankruptcy. Government does not have to 
fear the possibility of bankruptcy, and hence it has been 
slow to make business its model. 

Passing from the theoretical to the practical aspects of 
civil service procedure it will perhaps be of interest to 
review briefly some of the shortcomings of the system as 
exemplified in its application to the work of the Federal 
Government. Although elaborate precautions have been 
taken to eliminate political favoritism in the selection of 
civil service employees, no comprehensive and uniform 
measures have as yet been adopted to maintain the effi- 
ciency of these employees after they have entered the 
service, either by proper advancement of the deserving 
or by elimination of the unfit. As a natural sequence, the 
classified service has gradually tended more and more to 
attract the unambitious and the incapable. Those whose 
abilities do not warrant an expectation that they will 
succeed in the field of private business and those who are 
unfitted by temperament for active exertion, endeavor to 
obtain an entrance to the civil service, where their success 
depends in a large measure simply upon avoiding any 
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flagrant misconduct and attending with moderate regu- 
larity to routine duties. 

If security of tenure during good behavior, with grad- 
ual advancement in rank and salary, is the legitimate re- 
ward of the efficient employee, it is equally important 
from the standpoint of public interest that effective means 
be provided to remove from the civil service those em- 
ployees who fail to measure up to a reasonable standard 
of efficiency. In the retention of inefficient employees 
critics of the merit system find fresh proof for their argu- 
ments. 

Consideration of measures for the improvement of the 
civil service system is given added interest by the recent 
report of the Congressional Joint Commission on Re- 
classification of Salaries, which has considered in a con- 
structive way the problems affecting Federal civil service 
employees. The report of this Commission, which has 
been printed as a public document,’ contains a number of 
excellent recommendations looking to higher standards 
of efficiency in the classified service. Among the salient 
facts disclosed by this report are the absence of any 
definite standards to guide the Government in fixing the 
pay of its employees, of any satisfactory method for test- 
ing efficiency as a basis for salary increases and pro- 
motion, and of any uniform practice in the advancement 
of competent employees in either salary or rank. As to 
the effect of the lack of uniformity and equity in rates of 
compensation, the Commission reports that there is seri- 
ous discontent, accompanied by an excessive turnover and 
loss, among the best trained and most competent em- 
ployees, that the morale of the service has become im- 
paired, that the national service has become unattractive 
to a desirable type of technical employees, and that the 

*66th Congress, 2nd Session, Document No, 686, . 
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Government has put itself in the position of wasting 
funds on the one hand and of doing serious injustice to 
individuals on the other, and of failing to produce that 
degree of efficiency in administration which a more 
equitable and uniform wage policy would bring about. 

The fundamental need of the classified service, con- 
tinues the Commission, is a comprehensive and uniform 
employment policy administered by a central personnel 
agency, preferably the Civil Service Commission, to in- 
clude the standardization of rates of compensation and 
working conditions, the installation of efficiency rating 
systems in the various Government establishments and the 
selection, development and retention of a competent per- 
sonnel. Each department of the Government service, 
under this system, would be required to rate all employees 
according to the prescribed standards of efficiency, and 
salary increases would be made only on the basis of such 
ratings. Employees who failed to maintain such stand- 
ards would‘be subject to reduction to a lower salary, and 
those who failed to establish a fair standard would be 
removed from the service after suitable opportunity to 
appeal to the personnel agency. ‘Although the efficiency 
rating systems now in use to a limited extent in certain 
of the Government departments have not yet fully demon- 
strated their usefulness, the recommendations of the 
Commission, on the whole, seem well adapted to bringing 
about much needed improvements in the civil service sys- 
tem, and if Congressional sanction be given for their 
adoption they should ultimately result in a much higher 
standard throughout the classified service. 

Of great significance is the recent Act of Congress pro- 


viding for retirement and pensions for all employees of — 


the Federal Government in the classified service. Under 
the provisions of this act general employees of the Gov- 


a“ 


STRUGGLE FOR GOOD GOVERNMENT 69 


ernment are retired from the classified service at the age 
of seventy and certain special classes become eligible for 
retirement at ages ranging from sixty-two to sixty-five. 
Annuities graded according to length of service and basic 
salary, and ranging from $180 to $720, are to be paid to 
such superannuated employees from a pension fund 
created by direct appropriation from the Treasury, and 
supplemented by contributions from the civil service em- 
ployees themselves at the rate of two and one-half per 
cent of their monthly salaries. Only those employees 
who have served fifteen years in the classified service will 
receive the benefits of the retirement measure. 

Although it is too early to form a definite conclusion 
as to the effect of this act, it is estimated that it will in- 
volve less expense to the Government than the cost under 
the old system of retaining on the payrolls many thou- 
sands of incapacitated employees who render little or no 
service in return for the salary paid them and thus exer- 
cise a demoralizing influence upon the rest of the force. 
The practical benefits of the measure, therefore, aside 
from the humanitarian considerations involved, should 
more than compensate for the cost of its enforcement. 

In establishing Civil Service Commissioners, providing 
for civil service appointments on the basis of fitness, for 
the undisturbed tenure of position, except through dis- 
missal for cause, and for pension retirement systems, 
modern governments are adopting the procedure toward 
which business is everywhere tending. In our larger 
corporations the Board of Directors concerns itself very 
little with the details of management. The directors 
determine business policies,—theirs, in other words, is a 
legislative function. ‘The executive, whom the directors 
choose, carries out these policies, often to a considerable 
extent by delegating authority to department heads. But 
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as the activities of the rank and file worker have nothing 
to do with such policies, the supervision over them in 
modern business is placed in the hands of an employment 
manager. His functions are exactly those of a Civil 
Service Commissioner, to establish tests for employment 
and to care for the interests of the employed by protect- 
ing them from unjust or arbitrary action. 

One of the chief plans proposed to increase the ef- 
ficiency of government in the United States is the adoption 
of the budget system. Practically every popular govern- 
ment in the world, excepting the United States, has 
already adopted such a system. In Great Britain, France, 
Germany, Italy, as well as in the English Colonies, the 
preparation and discussion of the budget forms in ordi- 
nary times the central and most important point in 
Legislatures and Parliaments. The fundamental prin- 
ciple of such a plan is for the Executive Department, 
acting on the basis of experience, to prepare in great de- 
tail the estimates of the national expenditures for the 
coming year. Such estimates are prepared first by each 
separate bureau and department and are then brought 
together into one whole report for further consideration 
and adjustment, so that all the estimates can be presented 
as one plan to the legislative body. 

On the other hand, plans are made to cover these ex- 
penditures by detailed estimates regarding the revenues 
that may be expected to accrue from the different sources 
until they amount to a total at least equal to the estimate 
of expenditures. The entire scheme covering proposed 
expenditures and estimated revenues is presented to- 
gether as a unified plan for the consideration of the legis- 
lative body. 

In Great Britain such a plan is presented by the Chan- 
cellor of the Exchequer and the discussion of it occurs 
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in Committee of the Whole and is carried out in the 
greatest detail. In Germany and in France, the budget is 
presented likewise by the Minister of Finance. It is 
first referred to a large committee, usually considered the 
most important of all the committees, and after full 
deliberation by such committee is reported to the House 
for further discussion and action. It will be noted that 
in all these countries, the budget has to be presented as a 
whole and that measures are taken to have the fullest 
consideration given so that amendments may be made in 
detail and the public treasury in every way protected. _ 

In the United States we have had no budget system 
and there is no provision for unified action. All meas- 
ures providing for the raising of revenue must first be 
introduced into the House of Representatives, but any 
plan either for raising revenue or making an appropria- 
tion may be proposed by any member of Congress. In 
the House of Representatives measures providing for the 
raising of revenue would all be referred to the Ways and 
Means Committee for consideration and a report to Con- 
gress. Measures asking for appropriations of the ex- 
penditure of money, however, would be referred to any 
one of ten or a dozen committees, each of which makes 
recommendations for appropriations. Aside from the 
general Appropriations Committee, there are other com- 
mittees representing different branches or departments of 
the government. Bills carrying appropriations are then 
referred to the committee which has charge of the special 
subject covered by the bill. It will then be seen that 
there is no arrangement by which all expenditures are 
considered by any one committee. 

To secure, however, a real budget system it is essential 
that all suggestions for appropriations as well as all sug- 
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gestions for raising revenue should be referred to one and 
the same committee.* . 

Two or three different plans, however, providing for 
unified recommendations.as regards appropriations and 
revenues have been proposed and are now under consid- 
eration by Congress. The essential thing is that the en- 
tire management of both expenditures and revenues be 
considered by a single body, so that there will be unitary 
action. 

It is no accident that every move for better government 
in recent years has been along lines approved by the ex- 
perience and practice of business. Though it lacks the 
element of profit which is the spur to efficiency in busi- 
ness, the operations of government, once its policies are 
decided and have received form in law, are exactly 
parallel to those of business. It is in the application of 
business principles. rightly understood to public affairs 
that the road to better government in the future lies. 


*Qn December 6, 1920, in both the House and the Senate, com- 
mittees on appropriation were formed to which all appropriation 
bills must be referred, thereby making an arrangement by which 
all expenditures may be considered by a single committee in each 
house. This no doubt is the entering wedge for a unified budget 
bill, which will probably be passed by Congress at this or the next 
session. 


II 
PROBLEMS OF LABOR 


VI 
“LABOR, CAPITAL, AND THE COMMUNITY 


To secure the greatest social good from the interaction 
of labor, capital, and the community, the American stand- 
ard of living must first be preserved and then improved. 
This standard now depends and always will depend upon 
keeping up the American level of real wages, and this 
means that ways must be found to keep the costs of pro- 
duction in competitive fields, whether foreign or domes- 
tic, low enough to meet business rivalry without lowering 
this level. Before taking up the national aspect of the 
relations between labor and capital, we should consider 
an international aspect—the proportion which our export 
trade may safely bear to our total trade, internal and 
external. It is, of course, impossible to express this pro- 
portion in exact figures, but the considerations upon 
which the ratio can be roughly estimated are sufficiently 
obvious. 

The principal advantages of an export trade in Ameri- 
can manufactures are that it increases the volume of 
production and, therefore, tends to lower the cost (an 
advantage in which the home consumer shares); and 
that it stabilizes industry by furnishing a safety valve 
through which, when a temporary depression in the home 
market reduces the home consumption of American com- 
modities, over-production can escape. Certain enthusiasts 
urge us to devote our utmost efforts to building up an 
immense export trade. They paint in glowing colors the 
75 
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vast opportunities opened to the American exporter by 
the disorganization of the European export trade during 
the war. But they overlook the fact that an export trade 
in American manufactures, expanded without any regard 
to considerations other than the increase of that trade, 
involves serious dangers. American exports must com- 
pete abroad with the products of cheap labor. If we in- 
crease their volume beyond the point at which they 
represent chiefly the sale of a marginal surplus, our manu- 
facturers will be under great pressure to lower the cost of 
production, in order to meet that of foreign countries, and 
this process may well involve lowering the wage standard 
of American labor. 

As a broad principle our export trade should not be 
increased without reference to the rate of increase in our 
domestic trade. Just so far as we improve the standard 
of living in the United States, just so far shall we de- 
velop home consumption for American manufactures. To 
that point at least can we beneficially extend our export 
trade. The reason is simple: under such conditions, our 
exports would increase, and at the same time their vol- 
ume in relation to that of our internal trade would remain 
much the same; in short, their true character as an outlet 
for our surplus production would be preserved. The 
maintenance of this balance between our external and our 
internal trade would be facilitated by an improvement 
in the quality as well as by an increase in the quantity 
of goods which we make for home consumption. At 
the present time we import a vast amount of goods manu- 
factured abroad from raw material with which the United 
States is amply supplied, and with which, in some in- 
stances, the United States furnishes the foreign manufac- 
turer. The country would secure definite and important 
gain if, instead of exporting raw material and importing 
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it again after manufacture, we even imported the neces- 
sary skilled labor and did the manufacturing ourselves. 
We should thus pay out within our own country instead 
of sending abroad the wages which represent the cost of 
turning raw material into finished products. To illus- 
trate: American cotton yarns are exported to England 
and imported as cotton cloth after the English cotton 
operative has been paid for its manufacture. The situ- 
ation is similar in every case in which we import high 
grade goods manufactured from the raw material found 
in this country. If the United States were properly 
equipped, it could work up its own commodities, and thus 
furnish high wages to American workers, stimulate the 
use of our own natural resources, and increase the volume 
of our domestic trade. Each of these factors would 
contribute to the wealth of the country, and would tend, 
therefore, to advance the general standard of living. 
The higher we carried the home manufacture of expen- 
sive commodities calling for skilled labor the more power- 
ful would become this influence. 

Turning now to the strictly national aspects of the 
relationship between labor, capital and the community, 
and always bearing in mind that our chief concern must 
be the American standard of living, we find that the gen- 
eral question resolves itself into two sets of elements: 

1. Those in which labor and capital, from their own 
needs and from the effects of such various forces as immi- 
gration, unionism, and public opinion express their mutual 
relationship in terms of wages and working conditions. 

2. Those in which the interest of the community tran- 
scends that of either labor or capital. Of these elements 
the most important are that our orderly social and eco- 
nomic life shall not be violently disturbed by strikes, 
lockouts, and boycotts; that the health of the worker 
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shall be safeguarded and that his standard of living shall 
be established at a high point; that by some means, pri- 
vate or public, he shall be protected as far as possible 
from unemployment due to sickness or old age, and from 
the consequences of accidents occurring in the course of 
his employment. 

The actual relations between labor and capital are the 
product of two forces, simple in themselves, but infinitely 
complex in their relation to each other. One is the de- 
mand of the worker to receive a wage adequate to main- 
tain such a standard of living that his health will be 
conserved, that he can raise and properly care for a fam- 
ily, and that he obtain sufficient leisure to live as a social 
being. The other is the demand of capital that it, too, 
shall receive a living wage; that is to say, an income large 
enough to pay interest to its owners and to protect itself 
against extermination. 

Demagogues and agitators reiterate unceasingly that 
there is a fundamental antagonism between the interests 
of capital and the interests of labor, and they find many 
followers among minds too inert to think out conclusions 
for themselves. Fashionable faddists lend to such views 
the support of a supposed social prestige, and in this are 
often abetted by would-be social philosophers who mis- 
take vacuity of thought for depth of feeling. If one can 
have little patience with these disciples of negation, 
neither can he be satisfied with the opposite view which 
smugly asserts that the interests of capital and labor are 
always identical. To hold that at all times and in all 
circumstances these interests are in harmony is either to 
ignore the signs of conflict visible on every side, or else 
to believe that both contestants are wholly wrong, blinded 
by passion and prejudice, incapable of seeing where their 
interests lie and of pursuing them intelligently, 
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The gist of the whole matter is that the antagonism of 
interests is a temporary phase, due to disagreement over 
the division of the joint product; harmony of interests 
is the permanent condition of joint advantage with a large 
product to divide. Capital and labor seek their satisfac- 

tion from their joint product. At any given time the 
natural desire of each is obviously to get for itself as 
large a share as it can. This is not a mere passing dis- 
tribution of a given quantity of goods; it is a continuous 
process in our economic life. Capital and labor gain 
whenever the joint product is increased, and lose whenever 
it is diminished. The public, too, benefits by increased 
production with its tendency to decrease prices; increase 
of the product depends on the constant application of 
more capital and more labor. In other words, capital 
and labor are partners working to the common end of 
large production with the least possible expenditure of 
energy. Like partners in business they may have differ- 
ences of opinion, but they must work together if they are 
to attain success. Obviously, too, inordinate greed of the 
one or the other will break up the partnership and destroy 
the source whence both draw their, livelihood. In short, 
the demands of capital and labor are perfectly reciprocal, 
the satisfaction of either depending ultimately upon the 
satisfaction of the other. 

It is not proposed here to go into the innumerable 
details subsidiary to the broad issues which arise in the 
constant interaction of these demands, nor is it probable 
that any useful purpose will be served by discussing the 
proposal, of which a good deal is heard in these days, 
that private capital should be abolished and that industry 
should be controlled and managed’ by labor. Such sug- 
gestions come almost entirely from persons none of whom 
is in a position to form a practical judgment—those who 
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have no capital, those who have no experience in indus- 
try, and those who have neither. 

The legitimate demands of labor and of capital merge 
with certain legitimate demands of the community tran- 
scending the interest of any particular class, and can be 
met only by applying to the settlement of every contro- 
versy which arises between employers and employees the 
principles of equity. The community is vitally concerned, 
on the one hand, that the health of its workers shall be 
safeguarded, that their standard of living shall be brought 
to a high level, and that they shall be protected from a 
- continuous loss of income, whether due to unemployment, 
accident, sickness or old age. It is equally vital to the 
community, on the other hand, that its orderly social and 
economic life shall not be violently disturbed by strikes 
and lockouts. These conditions can never be realized till 
public opinion recognizes that there are reasonable de- 
mands of labor and reasonable demands of capital, and 
that a fair adjustment of these demands is the true foun- 
dation of a modern industrial society. The older system 
under which the community took no cognizance of the 
relations between labor and capital until public order was 
violated is gradually giving way to the active principle 
that prevention is better than cure. The application of 
this principle must, however, be greatly extended if in- 
dustrial peace and the American standard of living are 
to be preserved. The community must be prepared to pay 
the price of making itself prosperous and healthy, and 
labor and capital must accept toward the community 
which furnishes each with its subsistence a definite respon- 
sibility. This means that the community must protect 
itself from exploitation by labor and by capital alike. 
At the same time and as a matter of justice there should 
be no attempt on the part of the community to exploit 
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either labor or capital in order to secure undue benefits 
by decreased cost of service. 

One of the questions of the day is whether the good 
of the community is likely to be best served by the modi- 
fication and improvement of our present social system or 
by abolishing altogether the labor-capital plan and setting 
up an Industrial State as the servant of the Political 
State. The nearest approach to such a solution made in 
modern times is in Germany. It is true that as an in- 
dustrial device the plan in many respects benefited the 
German people, though the benefits have often been 
greatly overestimated. Its political consequences have 
been disastrous. If these results have followed in a 
country with a higher educational standard than our 
own, and with a much more homogeneous population, 
there seems to be little doubt that the gravest troubles 
are to be expected if we try to find a similar way out of 
our own industrial difficulties. It is desirable to approach 
the problem, therefore, with the purpose of improving 
our present system, based as it is upon individual free- 
dom of action. Surveying broadly the disputes which 
arise between labor and capital, the economic loss which 
they occasion, and the inconvenience and danger to which 
they subject the community, we can see an underlying 
cause for the defective working of our industrial society. 
We have become so accustomed to regard individual free- 
dom as the cornerstone of our institutions that we have 
insisted on carrying it over into a field where the objects 
to be attained are not in reality individual but social in 
character, and can be reached not by separate but by 
combined action. The whole modern labor union move- 
ment is founded on recognition of this fact. This is at 
once the reason why labor leaders support and why cer- 
tain reactionary capitalists oppose the principle of collec- 
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tive bargaining. The demand for the adoption of both 
this principle and its practice is now so urgent, and the 
conviction of its justice is so profound and so widespread, 
that those who resist it no longer represent a doubtful 
cause but merely a foolish prejudice. But if all labor 
leaders and most capitalists are agreed that the contro- 
versies in which they find themselves engaged from time 
to time are individual only as to time, place and occasion, 
and that they are social as to the issues involved, the 
method of possible settlement, and the equity upon which 
they are to be decided, neither labor nor capital has yet 
fully committed itself to the view that the community, in 
which they represent but two interests, has a preponder- 
ating concern in their decisions. There is, indeed, a tacit 
acknowledgment of this concern in the appeals which both 
capital and labor hasten to make, when matters between 
them have brought to the direct issue of a strike or a 
lockout, to that force which up to this point has been a 
stranger to the proceedings, public opinion. 

It is of less importance to develop arguments of which 
an overwhelming abundance is on record than it is to~ 
state conclusions reached by men of practical experience 
after a close association for many years with both capital 
and labor. The testimony of these men based on first- 
hand acquaintance with the problems of labor and capital 
leads to the conviction that the’ heart of the matter is the 
maintenance of the American standard of living and the 
securing of a fuller and clearer understanding by both 
parties of each other and.of the principles involved. That 
labor is vitally interested in this endeavor needs neither 
assertion nor demonstration. That the welfare of the 
community requires it should be equally obvious. There 
appears also to be no room for doubt that the best inter- 
ests of capital also lie in the same direction. 


MEY 
THE STANDARD OF LIVING 


THE community as a whole is vitally interested in the 
maintenance and improvement of the standard of living. 
It might well puzzle a man to define the “standard of 
living ;” yet it is not an abstraction. It is the sum of a 
large number of concrete things; it expresses the total 
of available comforts and luxuries which a man enjoys; 
it brings to mind the place in which he dwells, the clothes 
he wears, and the food he eats; it goes further and in- 
cludes some aspects of the social life open to him, the 
schooling of his children, his church, his lodge and his 
amusements. It is possible neither to compress the term 
into one sentence nor to tell all that it might possibly 
include in several pages. 

We are accustomed to rank the American standard high 
as compared with that of other countries. We know that 
the great mass of the population here have better homes, 
better clothes, and better food than the people abroad; 
that all share equally in such advantages -has never been 
the case, and probably never will be. But the hope of 
progress lies in the forward and upward movement of the 
individual and through him the mass. The desire for a 
higher standard is normal, and if it is, as we all believe, 
commendable in the individual, it is equally so for the 
community which is the sum of the individuals composing 
it. But a higher standard cannot be reached by the in- 
dividual unless he works for it. Greater enjoyments and 
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more refined pleasures can only be attained by increased 
productivity. The striving for a richer and more varied 
life plus a strong determination to earn it is the main- 
spring of economic progress. Vain longings for better 
things accomplish nothing, and when men have such long- 
ings, without the opportunity of realizing them, the situa- 
tion becomes dangerous. The dull man lapses into a 
passive state which impairs his economic efficiency; the 
man of more active temperament joins the forces of 
revolt, and hopes for personal gain through upsetting the 
established order of society. In other words, with men 
of strong character and moral integrity the desire for 
betterment is an impulse leading to their own and the 
world’s improvement ; with weak men whose moral foun- 
dations are shaky it may be a torch leading to violence. 

Thus far the history of American industrialism has 
been constructive. Increased productivity, outstripping 
in its forward movement the growth of the population, 
has permitted a remarkable improvement in the gene. ai 
standard of living. There is practically no phase of our 
daily life in which the standard is not very much higher 
than it was twenty years ago. Houses are better built, 
more amply furnished, better supplied with heat, light, 
water, and sanitary conveniences. Access is had to them 
by better streets, better roads; and in the suburbs as well 
as in the city surface cars, subways, and elevated railroads. 
have multiplied. Through the enormous increase in the 
number of automobiles owned by persons of moderate 
means the area of friendly intercourse has been greatly — 
extended, and this has led to a much wider enjoyment of 
social pleasures. ‘ 

If we turn to items of food and clothing we find that 
the improvement has fully kept pace with that in housing 
and transportation. Food is not only of better quality © 
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and of greater variety than formerly, but in order that it 
may be wholesome, a larger proportion of it is subject to 
government inspection and to various laws requiring 
purity. Clothing with which the average man would 
formerly have been content is now cast aside as soon as 
it begins to show signs of wear. As far as women are 
concerned, the sway of fashion which formerly ceased 
to operate as the scale of income fell, now appears to be 
equally powerful throughout every social class until 
actual, even abject, poverty is reached. The sensitiveness 
about dress has developed to its present extreme largely 
because of the increased social intercourse. All these 
things have been fostered by the general spread of edu- 
cation, and this factor has added a new item of expendi- 
ture to every household in the form of daily papers and 
illustrated magazines, whose advertisements embody the 
most artful means of inducing people to spend more 
money. 

When we contrast the American method of living with 
that of foreign countries we notice that the American 
has more rarely numbered among his pleasures the joy 
of accumulation. Usually he is a generous spender and 
a negligent saver. His prosperity rests chiefly upon 
activity, and not upon frugality. The result of this trait 
is that his expenditure is less elastic. Unaccustomed to 
restrict expenditures for the purpose of saving capital, 
he finds that when restriction becomes a necessity it is 
extremely irksome. When the thrifty and saving person 
is confronted with diminished income, he has the choice 
of decreasing his outgo or restricting his savings; and 
if he goes without meat in order that he may make his 
payment into the savings bank, he has at least the satis- 
faction of knowing that his privation is self-imposed. 

The economic conditions resulting from the war leave 
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no question as to the necessity for conservation and thrift, 
not only in this country but in the entire world. The 
diversion of great groups of industry to the manufacture 
of munitions of war, the loss of production in the devas- 
tated regions of Europe, and the total destruction not 
only of enormous quantities of goods, but also of the 
means of producing goods during the war, have com- 
bined to bring about an acute shortage in the world’s 
supply of commodities. Less is available for the use of 
each individual than formerly and, willingly or not, some 
will be deprived of accustomed luxuries and even necessi- 
ties. Yet good results may come, for it is possible that 
many of the things now regarded as essential to the well- 
being of the average American may prove needless lux- 
uries. Of course, after a man has accustomed himself 
to a certain scale of expenditure, retrenchment is irksome. 
It is idle to tell him that he is better off than his father 
was, or than he was himself ten or more years ago; the 
luxuries of one generation, or even of one period of a 
man’s life, become the necessities of another. 
Nevertheless, the habit of thrift has been cultivated all 
too little in America. If the people throughout the world 
would resolutely begin to economize, not in necessities, 
but in expenditures for luxuries, just so much sooner 
would the balance between production and consumption 
be restored. The exercise of prudence in spending would 
thus tend to become a habit and prosperity would be 
more far-reaching than before. In almost every activity 
of daily life there is opportunity to save. In the purchase 
of personal comforts and even of necessities, in the care. 
and maintenance of clothing, in the choice and prepara- 
tion of food, in the selection of amusements for educa- 
tion and culture, and in innumerable other ways practical 
economy may be exercised without lowering the accus- 
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tomed living standards,—often, indeed, to their improve- 
ment. The most nourishing food as well as the most 
enjoyable is often the least expensive. The best books 
are not the most expensive. 

The requirement of economic progress for the individ- 
ual and for the nation is that the standard of living be 
maintained and that it be improved. Deterioration for 
the individual is misfortune, but when it extends to whole 
classes of the population it is a great economic evil. Ex- 
penditure disproportionate to income brings about wide- 
spread discontent. Any sudden change in the relations of 
the different economic groups in the community to one 
another tends to inure to the advantage of some and to 
the disadvantage of others. It is a trait of human nature 
that it accepts benefits as something due and says little, 
while it regards anything to its disadvantage as an injury 
-and clamors loudly. In the current discussion of the high 
cost of living, we hear little from the groups whose in- 
come has swollen far beyond their accustomed expendi- 
ture, and much from those whose normal expenditure has 
outstripped income. As a result, there is a general belief 
that the entire population is in the same boat. 

Anything that disturbs the accustomed standard of 
living is, then, a potent cause of unrest. Of such causes, 
none is more powerful than changes in the level of prices. 
Prices cannot markedly fall or rise without affecting the 
living conditions of those whose money incomes remain 
. stationary or fail to rise as rapidly as prices. . 

The people who have thus been most seriously affected 
by the abnormal rise in prices since the opening of the 
war compose what may be termed the middle class in the 
economic scale; and especially among them are those who, 
before the war, had only sufficient income to afford a 
narrow margin above actual expenditures for the things 
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which, in their particular environment, constitute the 
absolute necessities of existence. This class is composed 
largely of salaried teachers, preachers, and clerks, and 
those dependent on small income from invested capital, 
often widows and persons with slender inherited means. 
The incomes of these people have, to a large extent, re- 
mained stationary. The inevitable result has been a low- 
ering of their standards of living during the period of 
rising prices. Although they work as hard and their 
desires are as moderate as previously, they have been 
gradually losing ground in the struggle to maintain their 
former mode of living. A certain standard of dress is 
requisite to their positions. The housing shortage 
throughout the country precludes the possibility of ob- 
taining cheaper rent. They can only curtail their amuse- 
ments and economize in the very essential of existence, 
food. Their situation is the harder to endure because 
those just above them in the economic scale of income, 
the merchants and tradesmen, and those formerly below, 
the mechanics and laborers, enjoy unprecedented pros- 
perity. To this situation is added a feeling of utter help- 
lessness since the middle class has no organization, or at 
least none of sufficient strength effectively to act in such 
a crisis. This is not to say that a considerable proportion 
of the wage-earning class is not to-day inadequately paid, 
but for the most part, labor, especially when organized, 
has received advance in compensation more clearly com- 
mensurate with increased living costs. The grievance of 
the working men, as compared with the average salaried 
employee, is more or less imaginary. The discontent of 
the former is in great measure due to the fact that, 
although his money income has increased, he feels him- 
self defrauded of the increase because a large part of it 
is absorbed by high prices. 
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A survey made in 1919 of the annual earnings in a 
number of different classifications of service reveals the 
gravity of the situation of the average salaried employee. 
The compensation of a large number of college professors 
was shown to be $1300 and less, and the average salary 
of high school teachers in cities of 100,000 and over be- 
tween $1200 and $1400. In this same salary group are 
found many government employees, salaried officials in 
the smaller municipalities, railroad clerks and the less 
fortunate office employees. In the corresponding wage 
group are found some of the lower paid day workers in 
the iron and steel, coal mining and manufacturing indus- 
tries and the building trades. In other words, from the 
standpoint of earning capacity, these professors, teachers, 
school principals and others are now on a level with load- 
ers, oilers, car runners, trackmen and others in the coal 
mines, the lower paid operatives in the textile industry, 
and freight handlers. 

Many skilled workers are receiving wages far above 
this level. Marine captains and engineers earn between 
$3000 and $4000 a year. Rollers and pourers in the steel 
mills and superintendents and managers in several of the 
manufacturing industries are also in this class. Train 
dispatchers and passenger engineers, as well as a number 
of craftsmen in the steel industry, average between $2500 
and $3000 annually,—more than many university profes- 
sors now receive. The medium salary of professors in 
colleges listed by the Carnegie Foundation is $2000. The - 
yearly earnings of boiler-makers in railway work average 
$2059. A number of other steel workers receive between 
$1800 and $2000, as do railroad passenger firemen, 
machinists, motormen and engineers in the anthracite 
coal mines, and tinsmiths and sheet metal workers. Since 
1914 practically all these wage-earners have received 
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increases of from 75 to 150 per cent. The compensation 
of the salaried class has meanwhile in many cases prac- 
tically remained stationary. From the standpoint of in- 
come, the relative positions of the two classes have been 
reversed. 

In a lower group, with annual earnings from $1000 to 
$1200, the elementary school teachers of the National 
Capital and certain government clerical employees are 
found on a financial level with railroad section men, street 
railway conductors and motormen, coal mine laborers 
and members of other unskilled occupations. The aver- 
age yearly wage of the 100,000 packing house employees 
included in this group is $1163. Even lower still is the 
stipend of the teacher in elementary schools in the cities, 
the average being between $800 and $1000, on the same 
level as the annual wage of the common laborers in the 
building trades and saleswomen in department stores. 
Still farther down the scale, on a parity with office boys, 
messengers, janitors, charwomen and the like, are the 
clergymen and school-teachers in villages and rural com- 
munities, with incomes below $800 a year. 

The inadequacy of these incomes in the light of the 
present day prices is apparent. Recent estimates by well- 
known economists place the amount necessary for the 
maintenance of the average family in health and reason- 
able comfort at from $1700 to $2500 a year. The Fed- 
eral Department of Labor stated that in April, 1920, the 
cost of living was practically double what it was in 1914. 
No doubt a considerable proportion of the great body of 
wage-earners is still below a proper living standard; a 
majority of these were underpaid before the war and 
their increases have only served to keep them on the same 
plane as before. Many others, however, have realized 
_ advances in rates of pay which more than compensate 
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for the higher cost of living, Figures recently published 
concerning the earnings of more than half a million em- 
ployees engaged in various industries indicate that the 
average wage of industrial workers for 1920 will be 
approximately $1450. This, of course, means that many 
will earn less than this amount and that a considerable 
number will receive more. In 1915 the average earnings 
of these same workers was only $595 ; their wages, there- 
fore, havé increased nearly 150 per cent, so that they are 
in reality better off than before the war. The salaried 
employees, on the other hand, have received relatively 
small advances—often none at all—and prices have cut 
their earnings in half. There is every evidence that high 
prices have brought unusual prosperity to business man- 
agers as well as to the small shopkeepers of the country; 
but while some good is mixed with the evil, no one can 
doubt that the world would be happier and better off if 
we could maintain a certain degree of stability in the 
prices of the articles in most common use. 

The difficulty which we are here considering can be 
made clear if we bear in mind the difference between the - 
money wage and a wage as described in purchasing power ; 
in short, the difference between nominal and real wages. 
It is clear that if at one time a four-dollar-a-day man can 
feed, clothe, and house himself for three dollars a day, 
and at a later time the same food, clothes, and house cost 
him four dollars a day, his actual wage has fallen, al- 
though its description in terms of dollars has remained the 
same; he is in fact no longer a four-dollar-a-day man. 
So long, therefore, as the purchasing power of the dollar 
constantly varies it is impossible to express a real wage 
in dollars, for if a nominal wage remains stationary after 
the purchasing power of the dollar has fallen ten per cent, 
the effect is practically the same as if the wage had been 
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cut by ten per cent. Similarly an advance of ten per 
cent in nominal wages leaves the real wages the same as 
if the cost of living had gone up ten per cent. 

The difficulty here disclosed can only be solved by ex- 
pressing wages in real instead of nominal terms. It is 
impracticable, of course, to hire men on the basis of so 
much food, so much clothing, so much housing, and so 
on; the only alternative then is to make the value of the 
wages dependent upon their purchasing power instead of 
upon the number of dollars and cents received. Various 
devices have been suggested to meet this need. Some 
attempt to adjust the money wages to fluctuations in 
prices; others attempt to prevent price fluctuations by 
stabilizing the purchasing power of the monetary unit. 

Considering the latter type of remedy first, we find that 
different nations have tried to affect the value of the 
monetary unit, by increasing the amount of alloy in a 
standard coin, thus for a time being lowering its metal 
value. Usually this process has been undertaken by a 
government for the purpose of increasing revenue without 
intending to alter prices. Yet, when the change has been 
a substantial one, prices have invariably been influenced. 
In other instances, however, as in the case of the greatly 
increased price of silver compared with that of gold, 
the change has been made, in the Phillipine Islands for 
example, and in Japan, for the purpose of maintaining 
the silver coin itself more nearly at its best parity with 
gold, and has been thus a genuine effort toward main- 
taining stability in coin value. But no effort has ever 
been made to stabilize the purchasing power of the coins 
during short periods so as to affect immediately the cost 
of living. The enormous expansion of currency and — 
credits during the war period has led to several proposals 
to bring about this result. Most noteworthy is a plan 
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proposed by Professor Irving Fisher of Yale University, 
who would, in the first instance, establish a standard of 
measurement of the changes in the prices of commodities, 
more particularly of those commodities that enter into 
the normal cost of living among the great masses of the 
pypulation. He would adopt the well-known device of 
recorded index numbers by which weekly or monthly 
fluctuations in the average prices of large numbers of 
commodities can be determined with reference to a fixed 
standard of prices agreed upon. He would, in the second 
place, establish the purchasing power of the dollar in re- 
lation to the fluctuations of average prices by increasing 
or lessening the amount of gold that is reckoned by the 
government and in consequence by the entire population 
as constituting a dollar. 
This proposal has met with the approval of large num-. 
bers of economists and public men. For our purposes, 
however, it is perhaps sufficient to say that there is as 
yet no indication that either the United States Govern- 
ment or the government of any of the important commer- 
cial countries will adopt such a plan in time to meet the 
immediate and urgent needs of our business community. 
Regardless of the merit of the plan, this fact places it 
beyond the range of serious discussion for immediate 
practical purposes. 
Very great evils to the community would be avoided if 
we could secure a monetary unit that would not fluctuate 
materially in purchasing power. The principle of 
bimetallism has been frequently suggested as a means of 
lessening these fluctuations. For many decades econo- 
mists have agreed that if it were practicable we should 
have a multiple standard of value, such as would be se- 
cured if a monetary unit were based upon an index num- 
ber covering main articles .of commerce. No way, 
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however, has yet been found to make such a proposal 
workable. 

Leaving aside, then, for the present, plans to adj just the 
monetary unit so as to correct the evils of fluctuation, 
there remains the possibility of adjusting the amount of 
money paid as wages to the fluctuating purchasing power 
of money. Since the outbreak of the World War certain 
large employers of labor have attempted to secure this 
result in accordance with the following plan: A regular 
wage, usually the one actually obtaining in an establish- 
ment at the introduction of the plan, has been accepted as 
the standard; and the average prices of commodities at 
that date, as indicated by one of the generally accepted 
index numbers, has been agreed upon as a normal standard 
of prices. Thereafter at stated intervals, monthly or quar- 
terly, the wages are adjusted by adding to or deducting 
from the standard wage an amount equal in percentage 
to the increase or decrease of the index number as com- 
pared with that of the standard cost of living. This plan 
seems eminently practicable. There are several well- 
known index numbers, any one of which could be ac- 
cepted or adjusted to meet the specific needs of any 
establishment or any country. For example, in a cold 
climate, the item of clothing and fuel might well be given 
a greater weight than in a tropical climate. Reasonable 
men representing both employing and employed classes 
might well agree on index numbers to meet specific needs. 
The plan has much merit in times of great price fluctua- 
tion; its use should be widely extended. 

The standard of living should not only be stable; it 
should be adequate. We know that our American stand- 
ard is high; but we should not let ourselves be deceived 
by averages or fail to consider the individual because our 
eyes are fixed on the mass. The poet Hood satirized this 
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failing of human nature when he remarked that the re- 
searches of the statisticians had brought out the interest- 
ing fact that the “laboring men wore a pair and a quar- 
ter of breeches.” We are not concerned here with the 
idea that the average standard of living should be ade- 
quate for the average man; abstractions have no charm 
for us. Our contention is that the actual standard should 
be adequate for each and every man in the country. Dif- 
ferences in the scale of living must always exist, but it 
is a fundamental American doctrine that the humblest 
should not be deprived of a chance. It is this considera- 
tion which gives so much force to the arguments in 
favor of a minimum wage, or, as some prefer to ateie, a 
living wage. 

The advocates of a living-wage law seek to aie the 
principle that every industry should be forced to bear 
the cost of supporting its workers well. This principle 
might with justice be reframed to express the rule that 
the community, in its capacity as consumer, must be 
compelled to bear the cost of forcing industry to support 
its workers, since increases in cost are usually distributed 
throughout the community by increases in the commodity 
prices. 

The fact is, of course, that at any moment the com- 
munity does support all those who compose it. The real 
issues center round the circumstance that some are sup- 
ported in luxury, many in comfort, and some in distress, 
and that the problem of dealing with those in distress 
involves social considerations to which the community 
cannot with safety remain indifferent. 

That any considerable number of people should be 
living in a condition just above that of starvation, 
whether the causes lie in themselves or in others, is a 
menace to social stability. At present the situation is 
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relieved to some extent by public and private charity; 
but charity is a very inadequate and unsatisfactory pallia- 
tion of a state of affairs calling for a radical cure. In 
making bargains with their employers workmen fre- 
quently and properly make the living wage the basis of 
their demands for those receiving the lowest wage, pro- 
vided, of course, they are self-supporting workmen. 
Voluntary bargaining has not always proved successful. 
In consequence, within recent years the attempt has been 
made in the United States, following similar efforts else- 
where, to meet the difficulty through the enactment of 
minimum wage legislation. Massachusetts led the way 
in 1912, and her example has been followed by ten other 
states. The experience under these laws has been too 
limited to furnish sufficient evidence which justifies a 
final opinion as to their effect, but such evidence as is 
available appears to indicate that on the whole the re- 
sults have been favorable; that is to say, in some of the_ 
industries in which the plan has been tried, ruinously 
low wages have practically disappeared, industry has not 
been called upon to bear an unreasonable burden, and 
the minimum wage has shown little tendency to become 
a maximum, as was feared by some labor leaders. Such 
laws vary in form. The best laws leave to an impar- 
tial commission the task of adjusting the wage to the 
conditions which exist in the locality of the industry 
concerned. But we need more experience under normal 
conditions to justify a positive judgment. 


Vill 
LABOR DISPUTES 


THE interruptions of normal economic relations by 
strikes and lockouts are so loudly and widely heralded 
in these days of newspaper headlines, that they assume 
an undue prominence in the public eye. It has already 
been noted that capital and labor find it difficult to work 
in harness without some friction—friction which at times 
breaks out in conflict. Such breaches of the peace, how- 
ever, must be regarded as extreme cases, and it is false 
to consider these strained conditions an evidence of ir- 
reconcilable discord. If, as it is often stated, this situa- 
tion is inevitable, it is so only in the sense that sickness 
and disease are inevitable for the human body. Both in 
the human and the economic organism, however, though 
disease is for the time being an evil, its after effects are 
often beneficial. 

Strikes and lockouts are only an extreme form of the 
constant striving of capital and labor to safeguard their 
interests, real or supposed. On the part of labor that 
interest is, as we have seen, to maintain or improve the 
standard of living. Every strike has this end in view. 
It may not appear directly as the subject of controversy, 
but directly or indirectly it is behind all such conflicts. 
If the maintenance of the American standard of living 
is essential to national well-being, if its improvement is 
the only sure test of social progress, measures designed 
to promote this end cannot be wholly disapproved. But 
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with all proper sympathy for strikers, we cannot close 
our eyes to the fact that in the economic struggle the 
strike is a costly and blundering weapon. We stand 
aghast at the suffering it entails and the losses which it 
involves. Even in the most justifiable cases the strikers 
pay an unduly heavy price for their gains, while often 
their efforts are a dead loss to them. In every instance 
industry suffers, and the national assets out of which 
capital and labor alike must receive their compensation 
are diminished. Strikes are an evil. But unless soci- 
ety can devise a means by which labor and capital can 
adjust their differences amicably, strikes must be regarded 
as a necessary evil. The fact that society has not as 
yet brought forward means of effectually preventing them 
or of reducing them to the narrowest limits, need not 
be accepted as proof that it cannot do so. 

In view of the immense importance of every fact bear- 
ing upon the conditions of labor it is noteworthy that 
there are no complete statistics showing for the past 
decade the number of strikes and lockouts in the United 
States, the number of persons involved, the method of 
settlement, and so far as can be known the economic loss 
incurred. The Bureau of Labor Statistics of the Fed- 
eral Department of Labor does, indeed, publish an an- 
nual review of strikes and lockouts; but in these reviews 
attention is officially directed to “the incompleteness of 
the figures” and to “the indefinite character of the in- 
formation available.” Little value attaches to an ex- 
tended analysis of these figures, but a few salient facts 
may be brought out. In 1861 it is reported that there oc- 
curred in the United States 471 strikes involving 129,000 
employees; in 1891 there were 1,717 strikes involving 
505,065 employees; in 1916, there were 3,157 strikes 
involving 1,546,428 employees. These figures, compiled 
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after thorough investigation by trained field agents, are 
probably very close to the truth. 

As to the economic loss from strikes, in the absence 
of more complete data it is of interest to refer briefly to 
figures cited before a convention of manufacturers in 
New York City in May, 1920, by a speaker who had 
apparently made a careful study of this phase of the 
industrial situation. According to this authority, the 
loss to labor in wages from strikes in 1919 was nearly 
$725,000,000, while the cost to industry was more than 
$1,250,000,000. The direct injury to labor, therefore, 
was more than one-half as much as the injury to the 
employer. Although there is: no possibility of reckon- 
ing the total cost in all its terms, the fact that approxi- 
mately $2,000,000,000 was lost by labor and capital alone 
from strikes in one year indicates that the strike is prob- 
ably the most costly means which could be employed for 

the settlement of industrial disputes. 

_ In spite of the enormous losses involved, and notwith- 
standing all that has been done in the past twenty years 
in the development of industrial conciliation, strikes have 
not decreased either in number or in magnitude. It is 
true that hundreds, possibly thousands, of strikes have 
been averted by such agencies as the Federal, State and 
Municipal governments, by the National Civic Federa- 
tion, by the American Federation of Labor, and other 
bodies; but the strike is still with us, and the practical 
issue is to find a way to reduce the number of strikes, 
to cut short their duration, and to limit the economic 
loss which they occasion. 

It appeared to many people for some time that a sim- 
ple solution of the whole matter was to make strikes il- 
legal and to set up courts of arbitration whose decisions 

would have the effect of law. The experience of Aus- 
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tralia and New Zealand, countries of small and homo- 
geneous populations, however, has shown that such meth- 
ods fail to prevent strikes and lockouts. The plain fact 
is that compulsory arbitration does not compel, and that 
it is impracticable to enforce the prescribed penalties. 
You cannot compel men to work efficiently, nor can you 
imprison 10,000 men for refusing to work. The prin- 
ciple has been rejected, after long and careful considera- 
tion, by both Germany and England; and it finds few 
supporters in the United States. For the prevention or 
termination of strikes, lockouts, and boycotts, we come, 
then, to four agencies which have been widely and suc- 
cessfully employed: mediation, investigation, voluntary 
arbitration, and some form of cooperation between em- 
ployer and workmen. The first seeks to achieve its aim 
through conferences arranged by an intermediary; the 
second, through an appeal to the power of public opin- 
ion by publishing the results of an impartial inquiry 
into points at issue; the third, through securingsan agree- 
ment, not enforceable by law, that the parties will abide 
by a decision of arbitrators; the fourth is a preventive 
measure which attempts to harmonize the interests of 
both parties. 

The application of these principles is a matter of tech- 
nical detail into which we cannot here enter. Quite ir- 
respective of the perfection of the machinery set up, 
success will always hinge upon certain cardinal factors 
which lie outside the mere mechanics of procedure. In 
mediation the issue will be determined more by the char- 
acter and reputation of the mediator than by any close 
familiarity on his part with the industry affected. In- 
telligence, impartiality, tact, and good temper are the 
qualities most useful in bringing extreme views to a 
middle ground of compromise; and it is as important 
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that the mediator should be known to possess these quali- 
ties as it is that he should actually possess them. He 
must be chosen, therefore, with due regard to these con- 
siderations, since his task is to exert an influence and 
not to apply a code of law or a set of rules. When medi- 
ation has failed and investigation has been determined 
upon, the question of character and reputation is no less 
important, but more is demanded of the investigators. 
Since the question is no longer one of bringing an influ- 
ence to bear upon the parties but of drawing up a concise 
and accurate.summary of the facts, the aid of technical 
knowledge must be enlisted. This means in practice that 
the inquiry cannot be conducted by a single investigator, 
and that the work must be undertaken by a board on 
which each party to the dispute is represented.: As 
neither party can be expected to be wholly impartial 
where its own cause is at stake, the board must include 
a member, or members, whose known qualities guarantee 
an intelligent and unbiased judgment. Such a board, 
provided it is legally empowered to call witnesses, to ex- 
amine them under oath, and to requisition records, should 
have no difficulty in preparing a statement which will 
place the public in possession of the facts involved in 
any dispute. Experience has shown that it is very un- 
usual for a strike or a lockout to be maintained in face 
of an adverse public sentiment, based upon a knowledge 
of facts showing:that one side is clearly in the wrong. 
But many labor disputes involve issues of interpreta- 
tion as well as of fact; others are of such a nature that 
a simple conviction of right or wrong cannot be reached. 
It is these cases that present the greatest difficulties and 
threaten the most serious consequences. After media- 
tion and investigation have failed to effect a settlement, 
‘resort may be had to arbitration; and because this is 
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the last resort, it is of vital importance that there should 
be a clear understanding of the conditions under which 
the chances of failure can be reduced toa minimum. Ar- 
bitration differs in an essential particular from all the 
measures which may be presumed to have preceded it, 
since it is here, for the first time, that a judgment is to 
be pronounced upon the matters in dispute. Even 
though the arbitrator’s judgment is not enforceable by 
law, it can, if proper precautions be taken, be made prac- 
tically enforceable by public opinion. But if this power 
is to be successfully invoked the utmost care must be 
taken that the judgment shall command public confidence 
and respect. 

Opinions differ widely as to the best method of arbi- 
tration. Under the Newlands Act (1913), which applies 
only to employees in the railroad train service, contro- 
versies may be submitted to a board of arbitration com- 
posed, by agreement between the parties, either of three 
or six members. In either case, each party to the con- 
troversy is represented on the board by persons chosen 
by itself. Under the Transportation Act (1920), Rail- 
road Boards of Labor Adjustments may be established 
by agreement between the parties to the controversy for 
the settlement of railroad labor disputes involving only 
grievances, rules, or working conditions. As a further 
means of settling such disputes the Transportation Act 
_ provides for the establishment of a Board known as the 
Railroad Labor Board, the members of which are ap- 
pointed by the President by and with the advice and con- 
sent of the Senate. This Board is composed of nine 
members, three representing employees, three represent- 
ing the carriers and three representing the public. It is 
empowered to pass upon and settle controversies in re- 
spect to which no decision has been reached by the Ad- 
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justment Board within a reasonable time and also to 
decide disputes with respect to wages or salaries not de- 
cided by conference between carriers and their employees 
or subordinate officials. In addition the Labor Board 
may upon its own motion, within ten days after a de- 
cision has been reached between a carrier and its em- 
ployees or subordinate officials, suspend the operation of 
its decision if it necessitates such an increase in wages 
or salaries as will be likely to involve a substantial re- 
adjustment of the rates of pay of any carrier, and it may 
affirm or modify such suspended decision. Decisions of 
the Labor Board require the concurrence of at least five 
of the nine members, and in case of decisions regarding 
wages or salaries, at least one of the representatives of 
the public must concur in the decision. If the Labor 
Board has reason to believe that any of its decisions or 
the decisions of an Adjustment Board are violated, it 
may, after due notice and hearing to all persons directly 
interested in the alleged violation, determine whether in 
its opinion the violation has occurred, and make public 
its decisions in such manner as it may determine. No 
penalty is provided for the violation of a decision of the 
Labor Board. 

The English practice is in many ways preferable to 
the procedure provided either by the Newlands law or 
‘by the Transportation Act of 1920. In England the 
Board of Trade, a Government department, whose head 
is a member of the cabinet, has set up a standing court 
of arbitration to which all labor disputes may be re- 
ferred. The membership of this court in any particu- 
lar case is determined by the Board of Trade through 
the nomination of three or of five arbitrators selected 
from three panels. The first panel comprises persons 
of eminence and impartiality, and furnishes the chair- 
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man; the second panel furnishes the employer members, 
the third the labor members. When no majority can 
be obtained in favor of an award, owing to an equal di- 
vision between the members, the chairman casts the 
deciding vote. In the official memorandum defining this 
plan it is pointed out that as the personnel of the court 
is constantly varied, there is no danger of the court itself 
becoming unpopular with either the employer class or the 
labor class in consequence of any particular decision. 
Each of these plans, however, contains an element of 
weakness, in that the parties to the dispute are repre- 
sented on the board of arbitration. Such representation 
may well be prescribed in all. measures of conciliation, 
mediation, or investigation; but when it has been applied 
in any or in each of these plans, and has failed to pro- 
duce a settlement, it is time that another principle, that 
of an impartial outside judgment, should be adopted. 

A feasible plan for dealing with the comparatively 
small residuum of unsettled disputes would be the crea- 
tion of State arbitration courts and of:a Federal arbi- 
tration court of final reference. The problems arising 
out of procedure would present few serious difficulties 
if the legislatures creating these bodies were content to 
lay down broad rules and to leave the application of them 
to be developed by practical experience. The success of © 
this experiment would, of course, ultimately depend upon 
the men appointed to these courts; but as regards both 
the state and the nation the extraordinary opportunity 
offered for valuable public service should attract men 
of the highest character and widest experience of affairs, 
men who by their age and position would be recognized 
as beyond the reach of political ambition and financial 
considerations. For matters pertaining to technical 
questions inherent in industry, the services of experts 
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should always be engaged, not as representing the in- 
terest of one side or the other, but as temporary officers 
of the court. 

Another aspect of the situation is that labor disputes 
are profoundly affected by the state of organization in 
which the parties find themselves. Unorganized labor 
and unorganized capital furnish the most perplexing 
problems to arbitrators, for without organization collec- 
tive bargaining cannot be used and hence can neither avert 
trouble nor give effect to a decision in settlement. When 
employers and employees belong respectively to associa- 
tions or to unions, agreements can be reached, breaches 
of contract can be taken up and discussed, conciliatory 
proposals can be made to each side, and if necessary, ar- 
bitration can be arranged. 

In considering this matter the official summary of the 
views of the British Industrial Council which, after an 
exhaustive inquiry into practically all the principal in- 
dustries of the United Kingdom, issued a report in 1913, 
is worth quoting: 

“The desirability of maintaining the principle of col- 
lective bargaining—which has become so important a con- 
stituent of the industrial life of this country—cannot be 
called into question, and we regard it as axiomatic that 
nothing should be done that would lead to the abandon- 
ment of a method of adjusting the relationships between 
employers and workpeople which has proven so mu- 
tually advantageous throughout most of the trades of 
the country. 

“The Council finds from the evidence that collective 
agreements have been as a rule kept. The exceptions 
are mainly in trades which are unorganized or in which 
organization is incomplete. The value of complete and 
effective organization on the part of both employers and 
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employees, they find, is very clearly demonstrated by the 
experience of the different trades of the country. Where 
organization on both sides is imperfect the existence of 
any agreements that may be arrived at is constantly im- 
periled, owing to the inability of either side to take ef- 
fective action.” 

In the last analysis, the settlement of every dispute 
between capital and labor involves not only the rights 
but the opinion of the public. The tri-party organiza- 
tion of arbitration boards on which the public is repre- 
sented, the selection of disinterested men as mediators, 
and investigations by governmental agencies all provide 
for participation by the public to a certain degree in the 
settlement of disputes. But the justice of the settlement 
as affecting not only the two disputants but also the wel- 
fare of the consuming public depends in a large measure 
upon the needs of the public and upon public opinion. 
Each settlement between capital and labor is in an im- 
portant sense a treaty which ought to be “arrived at 
openly.” Full publicity of the claims of the conflicting — 
parties as well as of the findings of the investigators will 
give grounds for just and satisfactory settlement. In 
the long run public sentiment is a powerful factor. 

Possibly of even greater importance than the settle- 
ment of strikes and other industrial disputes after they 
have been precipitated is their prevention. Especially 
since the great war, which brought out to a greater de- 
gree than ever before the desirability of personal sacri- 
fice for the public good, has the principle of mutual 
sacrifice, when necessary in order to establish better per- 
sonal relations and closer community of interest between 
employer and workman, been emphasized. Numerous 
plans to effect this end have been proposed and many of 
them have met with a considerable measure of success. 
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Among the first attempted on a large scale were the pro- 
posals of the International Harvester Corporation and 
the United States Steel Corporation to secure a com- 
munity of interest between a company and its workmen 
by permitting the purchase of shares of stock at very 
favorable rates on payments made monthly. The bur- 
den of heavy demands at any one time is thus avoided, 
and thrift is encouraged by frequent regular payments. 
Generally speaking, however, the trade unions and many 
unorganized workers object to such attempts to im- 
prove their condition. They feel that stock ownership 
is a scheme of the employers to tie their interests into 
the establishment so that they will not have freedom of 
movement and so that, in case of industrial disputes, 
the employer may take an undue advantage. Such a 
process itself might well so shift the interests of the 
employed to those of the employing class, that the ef- 
ficiency of the principle of collective bargaining might be 
-impaired. Nevertheless, in many large companies it 
has been found that thousands of employees, especially 
those working on salary, have acquired stock to a very 
considerable degree. Stock ownership has beyond doubt 
frequently proved an incentive to habits of thrift, and 
has tended toward producing a more conservative atti- 
tude of mind on the part of the workmen in times of 
controversy. 

For a number of decades efforts have been made both 
in Europe and in the United States to prevent labor con- 
troversies by arrangements through which the workers 
receive a certain share in the profits of industry. The 
theory is, of course, that profit sharing will secure loyalty 
and increased production; while at the same time through 
this added interest controversies will be less likely to 
occur. In plants where the employees are relatively few 
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and of a very high grade, profit sharing seems at times 
to have worked well; but in a large majority of cases 
it has not proved very successful. Many employees con- 
tend that if they are entitled to an increase of wage pro- 
portionate to increased profits, it would be better not to 
make this increase dependent upon the will of the em- 
ployer but to have a direct increase in wage, weekly or 
monthly, paid in the usual way. They argue that to 
distribute a bonus at the end of the year ties them to 
the company and hence limits independence. Under most 
profit-sharing plans the employees have no direct voice 
in the administration of the establishments, but must 
rely upon the ability and honesty of the management. 
It goes without saying that through added diligence or 
care in improving the quality of the product the profits 
in general may be increased and the employees may well 
be entitled to participate in them. But if the plant has 
been successful for a number of years and then either 
through a fault of the management or adverse industrial 
conditions no profits are made, and workmen are asked 
to share a loss, dissatisfaction with the plan is bound to 
arise. If the increase does not come, the employees are 
compelled to readjust their scale of living. 

Especially during and since the war, much greater em- 
phasis has been laid upon plans by which employees are 
permitted to cooperate to a greater or less degree in 
the management. As the result of investigations and ex- 
periments first made in England shop committees and 
joint industrial councils on the so-called “Whiteley plan” 
seemed for a time to meet with a considerable measure 
of success. Under such plans the workmen appointed 
representatives to meet with the representatives of the 
employers in the different branches of industry to con- 
sider wages, hours, working conditions and suggestions 
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for improved methods. In Great Britain both during 
and since the war, the Government has taken an active 
part in the establishment of committees of this type. 
There are certain dangers, as well as certain advantages, 
in these plans. The workingmen are immediately inter- 
ested in questions of wages, housing, sanitary conditions 
in the shops and anything which tends to affect either their 
comfort or the productivity of their labor. They not 
merely have an interest, but in many cases they are en- 
tirely competent to speak with a certain degree of au- 
thority. 
It is a well-known fact that a large proportion of the 
inventions for the improvement of industrial processes 
‘have come from workmen who through their daily ex- 
perience and with the cooperation of their fellows are 
able to obtain suggestions for improvements tending to 
lessen the cost of production. If the workmen feel that 
they are themselves likely to be beneficiaries, improve- 
ments will be devised. On the other hand, employees, 
generally speaking, have little interest in the broad ques- 
tions of finance, of securing necessary credits, of deter- 
mining best methods of payment for sales of the prod- 
uct, and so on. Therefore they are not at all qualified 
to speak with any degree of authority, or, usually, with — 
real intelligence on questions of this kind. Indeed, many 
of our most thoughtful labor leaders, such as Mr. Gom- 
pers and others in the Federation of Labor and in the 
Railroad Brotherhoods, disapprove of any plan which 
would place upon the employees the responsibilities of 
management beyond the matters in which they are di- 
rectly interested and of which they are entirely compe- 
tent to judge. 
Numerous plans have been proposed in this country 
for carrying out some degree of participation in man- 
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agement. All involve the appointment of representatives 
of employers and the election of representatives of work- 
ingmen, with opportunity for free conferences, but with 
varying degrees of power to enforce their decisions. One 
of the best known of these plans has been modeled after 
the Constitution of the United States; others proceed 
along somewhat different lines. It is evident, however, 
from the fact that no two industries are alike and that 
even within any one industry the conditions of different 
establishments are diverse, that no one plan can be every- 
where adopted. While the principle of participation in 
management may be generally applicable, plans should be 
specific and suited to the separate establishments. 

One of the chief complaints of labor leaders has been 
that wage-earners have been looked upon as a mere com- 
modity and as a whole are not regarded by employers as 
human beings with feelings, aspirations and self-respect. 
A chief reason for the widespread adoption of schemes 
of participation in management is that they do recognize 
that the workingmen have intelligence and interest, and 
may show a degree of initiative which will both increase 
the quantity and improve the quality of production. The 
following plan, representative of proposals of this nature, 
is suggested; with modifications in individual establish- 
ments, it has worked successfully in numerous plants. 
The fundamental idea is the awakening of group inter- 
est and the participation in the industry by different 
groups within the industry itself. This plan rests upon 
these four principles: economic incentive to endeavor; 
true representation; freedom of expression; and partici- 
pation in management. At the adoption of this plan, a 
careful study is made in cooperation with both the em- 
ployers and employees of the elements of cost over which 
the employees have control. The elements considered 
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are the following: attendance, labor turnover, quantity 
production, waste, quality production, service, idle ma- 
chines, and saving on supplies. The actual perform- 
ances of the past regarding these items of cost are de- 
termined and put before both workmen and management 
by means of charts. Thereafter any savings which may 
be brought about on these items by reason of coopera- 
tion for that purpose, are placed in a so-called dividend 
fund. This fund is distributed monthly, 50 per cent to 
the company and 50 per cent to the employees. The 
employees receive their shares on the basis of the pay- 
roll dollar with a share for all workers regardless of the 
class of work they perform. The additional earnings 
do not take the place of wages, nor are the workmen per- 
mitted to look upon this dividend as wages. At all times 
it is emphasized that the dividend represents an accom- 
plishment of something new which cannot be earned ex- 
cept through cooperation of all. 

The plan of representation is as follows: In the 
larger establishments there usually exist three grades of 
managers: the chief executive and board of directors, 
the heads of departments, and the foremen. These three 
groups act separately in the chief executive’s council, the 
executives’ council and the foremen’s council. In order, 
however, that the rank and file of the employees may 
take part also in the management as already indicated, 
the latter elect by secret ballot representatives to a body 
called the workers’ council. These representatives are 
chosen by departments and in an equitable ratio, all de- 
partments, however, being accorded some representation. 
Since in the regular conduct of all business, it is not prac- 
ticable to hold meetings of the larger bodies for small 
matters, a series of committees is elected from the work- 
ers’ council and the foremen’s council, each composed of 
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three foremen and three workmen, to look after such 
minor details as cooperation and adjustment, safety and 
accidents, health, recreation and insurance, system, pro- 
duction and facilities, sanitation and housing, and any 
others necessary in the individual plant. Likewise, in 
order to avoid duplication of effort, the chief executive 
usually appoints an advisory board to represent him, 
which undertakes such investigations or research as the 
various committees may desire in order that they may 
have full information. The advisory board has no final 
power, but serves as a channel by which the management 
makes suggestions or secures information at any stage 
of the procedure. Before any important measures are 
inaugurated, the advice of this board is generally sought. 
In the larger establishments a personnel secretary is also 
appointed, whose duty it is to attend all meetings of all 
bodies for the purpose of offering guidance and taking 
minutes of the procedures. He passes all finished meas- 
ures to the next higher body for further consideration 
and generally coordinates the work of the entire asso- 
ciation. 

Each group acts separately and expresses its own opin- 
ions, passing on its views to the other bodies for consid- 
eration. Anybody in any group may initiate a measure 
designed to benefit the whole organization. When meas- 
ures affecting the whole originate in the upper body, they 
are referred to the lower for consideration; when 
the lower body has finished its deliberations, the measure 
is passed on to the next higher body for consideration 
and approval, until it finally reaches the chief executive, 
who may exercise the right of veto. These various 
groups concern themselves only with measures which af- 
_ fect the entire institution, and involve a change in ad- 
ministrative policy or the expenditure of money. All 
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other matters affecting only single groups are referred 
to the joint committees for action. Through this group 
action and discussion the wage-earners come to feel that 
they are a real part of the institution and that its suc- 
cess depends upon the way in which they do their work 
and the attitude they display toward this work. The 
wage-earner has concrete evidence of the fact that he is 
a participant not only in the success of his concern but 
in the failure of all parties in that concern when a divi- 
dend is not made. He has a definite channel of expres- 
sion and he may make suggestions tending to improve 
not only his own condition, but that of his associates. 

Wherever this plan has been introduced, it has been 
by the cordial assent of both employers and employees; 
without such approval the plan is not undertaken, Ex- 
perience has shown that it vitally affects the attitude of 
the different classes of workingmen, foremen and others 
throughout an establishment. Each individual feels that 
if he has any idea likely to be of use to the organization 
as a whole, that idea will be given full consideration. 
Most of the establishments into which this plan has been 
introduced have regularly paid considerable dividends 
which represent the added increase in the value of the 
output due to awakened interest. 

It has been urged against all such adjustments that 
they tend to raise many questions which from the na- 
ture of the case are impracticable and that, therefore, 
harm rather than benefit will result. It is always likely 
that, among groups of workmen, the glib talker rather 
than the reasonable thinker may, for a time at least, make 
himself prominent. This suggests the desirability of 
careful selection by the management of their own repre- 
sentatives. Foremen who have a knowledge of human 
nature, and who can meet with discretion and judgment 
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as well as with kindly fair-mindedness any type of em- 
ployee will be a large factor in the success of any such 
plan; and the workers are likely in the course of time to 
learn who among themselves will really be their best rep- 
resentatives. 

Suggestive as are some of these plans, we must not 
lose sight of the fact that large industry is extremely 
complicated, that new conditions will arise which none 
of these plans can meet, and that while all should be 
given fair consideration, no one should expect from any 
plan or any series of plans a complete solution of our 
industrial troubles. 


IX 
UNEMPLOYMENT 


To live at all implies a continuous outgo of money, 
and to maintain a comfortable standard is incompatible 
with a capricious and uncertain income. The standard 
attained depends upon annual earnings rather than on 
weekly wages. Interruptions of income are likely to 
bring inconvenience if not distress in their train. Un- 
employment, therefore, from whatever cause, is the lead- 
ing foe of that assured standard of living, which is the 
goal of every worker and should be the aim of a national 
labor policy. 

Unemployment is a threefold problem. It affects con- 
ditions peculiar to the individual worker, conditions pe- 
culiar to a specific industry, and conditions governing 
business as a whole. An ideal state in which every 
worker can pursue his occupation without interruption, 
in which every industry offers equal opportunities for 
labor throughout the year, and in which from year to 
year the demand for labor is always uniform, belongs 
in the land of dreams. But in the land of reality much 
may be done to reduce the amount of unemployment and 
to mitigate its consequences. This is the practical issue 
confronting the industrial world. 

At any given time, as all investigations of unemploy- 
ment reveal, a very considerable proportion of those out 
of work are temporarily incapacitated through illness. 
A widely quoted estimate, based on the illness records of 
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approximately a million workers in various industries, 
indicates that each wage-earner in the United States loses 
on the average between eight and nine working days per 
year. Other studies have shown that illness occurs most 
frequently and causes greatest loss of time among the 
older workers, among workers in certain occupations, 
and among workers whose incomes are lowest. By 
whatever wage scale we choose to multiply this average 
loss of time per worker, the loss in wages—to say noth- 
ing of the cost of impaired efficiency—reaches a stag- 
gering total, literally hundreds of millions of dollars a 
year. Figures so vast lead us to a new appreciation of 
the economic value of public health work, particularly 
among those who constitute the nation’s productive man 
power. The money that has been spent with such strik- 
ing results in conquering yellow fever and in keeping out 
the bubonic plague, in lowering the sickness and death 
rate from typhoid fever, in reducing smallpox from a 
dreaded pestilence to a comparatively rare disease—to 
cite no more of the past achievements of public health 
administration and preventive medicine—is but a baga- 
telle in comparison with this loss. If, as we have a right 
to expect, similar results can be attained against pneu- 
monia, tuberculosis, influenza, hookworm and some of 
the other important causes of disability and death, no 
price would be too high to pay for the immeasurably 
greater benefits to accrue from lessening the loss of work- 
ing time and thus increasing efficiency. Possibly equally 
great results would come from checking the minor ill- 
nesses—colds, indigestion, sick headaches and the like. 
While we rejoice in the greater measure of human hap- 
piness brought by decrease in illness and ia the preser- 
vation of human life, we should also recognize that it 
is good business. Any measure which improves the 
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health of those who furnish the man power of geet) 9 
industry is profitable. 

The growing interest shown in the United States in 
preventive medicine should have our complete approba- 
tion and support. We should not begrudge ample ap- 
propriations for health purposes by nation, state or city, 
provided, of course, that we are convinced of the offi- 
cials’ equipment and skill to put such funds to good use. 
Whatever can be done to reduce the amount and dura- 
tion of illness is an economic gain of the first magnitude. 
It means just so much saving of waste, so much saving 
of income, so much greater assurance that the population 
at large will be able to maintain unimpaired its standard 
of living. We shall have done much if we can reduce 
the prevalence of illness; we shall do more if we can 
mitigate its evil effects. Of the first importance is the 
inculcation of habits of thrift, the building up of the 
proverbial reserve against a rainy day. Such a reserve 
in many cases enables the family life to go on undisturbed 
at times when the illness of the wage-earning member 
causes not only loss of income but unusual outlay. The 
average American knows too little of the benefits of cap- 
ital accumulation even on a small scale. Whatever tends 
to promote the saving habit should be encouraged. Only 
through the accumulation of a reserve can the worker 
fully enjoy the independence and self-reliance which is 
his birthright as an American citizen. 

_ But the mere provision against illness does not of it- 

self involve the necessity of capital accumulation. It 
can be attained at small annual, monthly, or even weekly 
cost through the application of the principle of insur- 
ance. Sickness and health insurance have been thor- 
oughly established in the governmental systems of most 
European countries, among trade unions, among groups 
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of employees working in the same plants or banded to- 
gether in mutual organizations of a fraternal, religious 
or other character, and in commercial insurance com- 
panies. There is ample evidence that in the United 
States private or voluntary sickness insurance is more 
general among wage-earners than is commonly realized, 
although no comprehensive statistics have yet been col- 
lected. 

In 1917, according to the Statistical Abstract of the 
United States, there were 167 commercially organized 
mutual accident and sick benefit societies having 1,878,222 
policies in force. The Insurance Year Book lists sev- 
eral national fraternal orders of large membership chiefly 
among wage-earning persons, which pay sick benefits, and 
these benefits are a common feature of trade union or- 
ganizations. The foreign-born wage-earners have a 
large number of organizations with sickness insurance 
for their primary or incidental purpose. Several large 
industrial benefit societies have been organized without 
membership restrictions in regard to trade or other dis- 
tinctions. Finally, there are the “establishment” sick 
benefit associations, composed of the employees of in- 
dividual organizations. These are rapidly growing in 
number, and their inception and maintenance are being 
fostered more and more by progressive employees. Such 
evidence as we have points conclusively not only to the 
fact that the insurance principle of providing against 
sickness has long been recognized by wage-earners in this 
country, but also that it is increasingly popular. With- 
out advertisement or organized effort, the trend toward 
voluntary health insurance is unmistakable and highly 
beneficial. 

The value of health insurance—whether it be an ex- 
tension of the “voluntary” kind, or a “compulsory” form 
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administered as a governmental function as in Germany 
—does not lie merely in the accumulation of a relief 
fund by the wage-earner for this use in case of illness. 
In a very real sense health insurance affords the foun- 
dation for the intelligent administration of preventive 
measures against the causes of sickness and against con- 
ditions favoring the incidence of disease. The employer 
with a well-managed sick benefit association has in his 
records of sickness a current index of the incidence of 
disability among his employees. Proper analysis of these 
records will yield him a knowledge, which heretofore he 
has either never possessed at all or which he has gained 
but vaguely, of the specific causes of loss of working 
time through illness and of the conditions with which 
an abnormally high sickness rate is associated. Coupled 
with accurate physical examinations, such analyses af- 
ford an invaluable basis—as shown in many progressive 
establishments—for definite and effective preventive ac- 
tion. They enable medical and nursing staffs to improve 
the health of employees and to extend their activities be- 
yond the scope of mere relief work. Not infrequently 
such analyses uncover deleterious conditions in the com- 
munity, crying for remedy. Analyses of this kind serve 
to define more accurately what disabilities are related to 
occupational conditions, to determine scientifically what 
diseases should be considered occupational, and thus to 
adjust more equitably than has heretofore been done be- 
tween the industries, the public and the individual, the bur- 
den of responsibility for disabling illness among wage- 
earners and their families. Ina fundamental sense sick- 
ness insurance affords a basis for intelligent preventive 
medicine as well as a method of distributing the financial 
cost of ill health. 
In recent years workmen have received protection 
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against the results of industrial accidents in wellnigh all 
our States. We are now witnessing the beginning of a 
movement in favor of compulsory health insurance, and 
the Legislatures of several States have occupied them- 
selves with such projects. The end is a laudable one; 
to provide an income during the period of incapacity. 
Those of us who feel the vital importance of individual 
initiative in the economic life of our country, prefer to 
see that end attained, if possible, through voluntary ef- 
fort; but if this ideal belongs in the realm of the un- 
attainable, it is to be hoped that the schemes now under 
consideration will be subjected to searching study and so 
modified that they will achieve the desired result not only 
more effectively but more economically than their present 
forms promise. ‘i 
More or less allied to the problem of those who are in- 
capacitated by illness is that of those who are ordinarily 
looked upon as simply shiftless or lazy, those who, as the 
expressive phrase puts it, are “born tired” and have never 
recovered. Doubtless in many cases the difficulty here is 
solely moral and, of course, appropriate measures should 
be applied. Those who will not work should not eat. On 
the other hand, as has been abundantly proved by investi- 
gations of the hookworm and other types of diseases, 
the fault is often not entirely with the individual. Some 
people are really afflicted with a little understood disease, 
or are so constituted that almost any effort is hard to 
make, and is really beyond the power of their weak wills. 
Such persons require careful consideration ; the remedy is 
sometimes physical, more frequently perhaps mental or 
moral; often a slow course of careful training is needed 
to develop physical energy and will power. This may be 
at times a problem for the schools; it is always a matter 
for the serious consideration of the parties concerned. 
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Results of experiments carried on for years at the Elmira 
State Reformatory show that a very large percentage of 
criminals are of low grade physically, and are actually 
unable to jump over an obstacle a foot high, or to take 
any other active exercise that involves coordination of 
will and body. There is danger, of course, of over- 
sentimentality in such cases, but there is very great need 
of thorough scientific investigation and careful discrim- 
ination among individuals. 

A second phase of the unemployment problem arises 
from the seasonal demand for labor in many industries. 
Nearly every industry shows higher demand for labor 
at one season of the year than another, but while in some 
cases the difference between maximum and minimum 
demand is very small, in others it is very great. Such 
differences always involve some dislocation of labor, and 
the object is to reduce to the minimum the time required 
for a workman to shift from one occupation to another. 
One of the most practical ways of doing this is to or- 
ganize agencies to act as a clearing house between those 
who are seeking work, and those who are seeking work- 
ers. Although it is nearly thirty years since the State of 
Ohio began to set up free labor exchanges, it is only 
within the past decade that any serious effort has been 
made to substitute a system of free state and city em- 
ployment bureaus for the haphazard methods of private 
agencies conducted for profit. In response to the neces- 
sity of meeting war conditions, the Federal Government 
established a national employment service, and its ex- 
periences show that much can be done by concerted action 
to reduce unemployment. In order to cope with the 
perplexities arising from the demobilization of soldiers, 
sailors and civilian war workers, the United States Em- 
ployment Service laid down an elaborate employment 
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program in December, 1918. This program was the 
outgrowth of the experience that the United States Em- 
ployment Service had gained since its establishment in 
1914, through its activities in handling the very serious 
employment problems in this country from the beginning 
of the World War. This service was gradually extended 
to embrace practically all labor, with a view of building 
up a national clearing house for bringing together the 
jobless man and the manless job, which later was utilized 
to provide suitable work for those released from service 
in the army, the navy, and war industries. The novelty 
of the public employment service principle in this coun- 
try, the vast range of its operations, and the enormous 
advantages which it seems capable of conferring both 
upon employers and employees lend interest and im- 
portance to a brief description of its organization. The 
responsible head of the organization was the Secretary 
of Labor, who was represented by a director in each 
State. Each State director had assisting him a respon- 
sible board of management made up of local citizens ac- 
quainted with the employment conditions in various 
parts of the State. 

During the demobilization period the United States 
Employment Service of the Federal Department of La~- 
bor acted in cooperation with the governmental agencies 
interested in demobilization, with national welfare organ- 
izations, and with local community organizations of all 
kinds in establishing employment bureaus in practically 
all of the larger cities and in many of the smaller towns 
throughout the country. Among these auxiliary organ- 
izations were the Anterican Red Cross, the Y. M. C. A., 
the Y. W. C. A., the War Camp Community Service, 
the Salvation Army, the Knights of Columbus, the Amer- 
ican Federation of Labor, the Council of National De- 
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fense, the War Department, the Navy Department, the 
Department of Agriculture, the Post-office Department. 

The instructions issued for the guidance of officials 
connected with the organization disclosed a carefully 
thought-out plan of operation. All employers were urged 
to register their requirements with the local board; all 
applicants for work were carefully registered; and a 
clearance system was established between the local boards 
to take care of applicants who could not be placed by 
any particular board; all records were uniform and were 
centralized with the Employment Service in Washington. 
Where cooperating agencies worked with the local bu- 
reaus, they cleared through those bureaus by pooling 
available jobs and available applicants. 

In October, 1919, the United States Employment 
Service was discontinued owing to the fact that Con- 
gress failed to appropriate funds for carrying on its 
work. Although the experience only extended over a few 
years, the results seemed very promising in spite of 
numerous weaknesses, some of which probably arose 
from inexperience, but more, as is always the case, from 
the character of the applicants. 

A third phase of unemployment exists in the recurring 
periods of business depression which characterize our 
economic life. In these periods the evil attains its most 
-acute form, and its effects cannot be mitigated to any 
considerable extent by employment services for the very 
evident reason that at such times in all parts of the coun- 
- try and in practically all occupations the number of per- 
sons willing to work is greater than the condition of 
business permits industry to employ. The supply of 
labor is far in excess of the demand. As long as cyclical 
fluctuations in business activity occur—and we have as 
yet found no effective method of preventing them—we 
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must expect inevitable results. But, granting that the 
fundamental causes cannot be wholly eradicated in the 
near future, there is no reason why a serious effort 
should not be made to mitigate their disastrous effects. 
Defining the problem of cyclical unemployment as an 
oversupply of labor or as a lessened demand for labor at 
a specific time, is it not possible to compose this problem 
either by decreasing the labor supply or by increasing 
the demand for labor, or both? 

The suggestion would be paradoxical were it not for 
two practical considerations. One is that in the large 
immigration from Europe we have a fluid supply of labor, 
whose ebb and flow, already responding in a very cum- 
bersome manner to business changes, can be controlled. 
The other is that in the permanent public works under- 
taken by county, municipal, state and federal governments, 
there is an opportunity for employment which can be 
adjusted to the needs of changing conditions. It is a 
well-known fact that the number of immigrants increases 
or decreases in ordinary times according to the demand 
for labor in the United States. During periods of un- 
usual industrial activity, immigration is much greater 
than in periods of depression. In a sense, therefore, 
here is a natural adjustment of the labor supply to the 
demand, yet in its actual operation this process is ex- 
tremely slow. Not until unemployment and suffering 
become quite acute does immigration slow down or any 
considerable departure of immigrants occur. This fluid 
portion of our foreign-born labor furnishes, incidentally, 
our least desirable citizens, for it is composed chiefly of 
males without families who have no intention of becom- 
ing naturalized. At all times they are in competition with 
American workers and with foreign-born workers who 
have emigrated for the purpose of becoming citizens here. 
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In times of business depression this competition is most 
seriously felt since the misfortune of unemployment and 
lessened earnings falls the more heavily upon the workers 
with dependent families. Obviously, the practical method 
of dealing with this phase of the situation is to regulate 
the flow of immigration in such a way as firstly, to pre- 
vent the home labor market from being flooded at any 
time; and secondly, to curtail the number of admissions 
‘to our ports of entry promptly when the demand for labor 
begins to be less active. When we remember that in 
ordinary times the number of immigrants yearly averagés 
about a million (as in the period between 1903 and 1914), 
we can realize what a marked effect a curtailment of im- 
migration would have on unemployment if put into effect 
promptly and not left to the painful course of natural 
adjustment. 

On the other hand, our county, municipal, state and 
federal governments annually spend hundreds of millions 
of dollars on roads, buildings and other public improve- 
ments. In spite of the fact that a large part of these 
permanent improvements are paid for from the sale of 
bonds, sold in competition with industrial issues, the 
tendency is to undertake the improvements in times of 
business activity. Thus their effect is to increase the 
opportunities for employment when such opportunities 
are abnormally numerous. A little foresight on the 
part of those who appropriate the public moneys and 
who administer public works would result in a special 
effort to undertake permanent public improvements as far 
as possible when the supply of labor is most plentiful. 
The advantages of such a policy would be not only with 
those who were given the opportunity for employment 
but also with the public. The regulation of immigration 
and the planning of public improvements is as feasible 
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as it is sound business policy. The indications of an 
approach of a period of depression are no longer vague 
or uncertain, for more than one trustworthy barometer 
of business conditions has been developed and is in actual 
use by progressive financiers and business men. Depend- 
able current statistics of unemployment and the labor 
market can be used as indices upon which to base at least 
these two adjustments. The policy of restricting immi- 
gration to safeguard public health has been thoroughly 
established provided the laws are properly enforced, and 
the practice of turning the flow of immigration toward 
localities where labor is most needed is not new. 

The Bureau of Immigration has long had a division of 
information whose business it has been to supply to im- 
migrants—and to others as well—reports regarding the 
over-supply or under-supply of laborers in different parts 
of the country on the theory that a better distribution of 
newly arrived immigrants could be thus effected. If 
. this information work, however, were combined with that 
of federal employment bureaus coordinated with offices in 
various industrial centers, it might then easily prove more 
effective in lessening unemployment. 

The political menace of riots, of revolutionary agita- 
tion, and of the growth of revolutionary radicalism is 
greatly stimulated by unemployment, especially when it 
is caused by long periods of business depression, or by 
strikes led by revolutionary agitators. It is eminently 
desirable to control immigration as a protection against 
unemployment both in general and for this specific reason, 
since it is among the non-English speaking immigrants 
who are almost totally unacquainted with American in- 
stitutions that these revolutionary doctrines take hold 
most easily and to the most dangerous degree. 

So intricate are the ramifications of modern indus- 
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trial society that it is impossible to describe any single 
element as the cornerstone of social welfare; but to fur- 
nish labor with steady remunerative employment may 
justly be claimed as an object upon whose realization the 
success of any other aim must largely depend. The em- 
ployment problem should, therefore, always be uppermost 
in the minds of those who are working for the better- 
ment of our political and social life. 


Xx 
IMMIGRATION 


Tue phases of the labor situation which have been 
discussed thus far are present to a greater or less degree 
in all countries of advanced civilization. We must now 
consider one that plays no conspicuous role in the older 
countries,—immigration, which for years has menaced the 
American standard of living. Between 1820 and 1919 
no less than 33,200,103 immigrants landed in the United 
States. The census of 1910 showed that out of a popu- 
lation of 82 millions 13 millions were of foreign parent- 
age and 6 millions of mixed native and foreign parentage. 
These figures impressively exhibit the difficulties in the 
way of securing for the United States a permanent civili- 
zation based on the so-called Anglo-Saxon model. Only 
within the past thirty-five years has immigration assumed 
a character which threatens seriously to modify our whole 
social structure; and within this period the last two dec- 
ades have afforded the most disturbing phenomena. Up 
to about 1880 more than go per cent of our immigration 
came from northern and western Europe, chiefly from 
the United Kingdom, Germany and Scandinavia. In 
1913 more than 86 per cent came from southern and 
eastern Europe, principally from Russia, Italy, Austria- 
Hungary, the Balkans, and non-European countries. _ 

The significance of these ratios can best be appreciated 
if the total immigration for the ten years ending Decem- 
ber 31, 1913, is analyzed. In the following table the 
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class “all other countries” includes Turkey in Europe, 
Turkey in Asia, Greece, Rumania, Bulgaria, Serbia, Por- 
tugal, Spain, and all non-European countries, except 
Japan, which is separately recorded. 


TOTAL IMMIGRATION INTO THE UNITED STATES 


1904-1913 

From Northern From Southern 
and and Eastern 
Western Europe Europe, etc. 
United Kingdom....... 978,165 Austria Hungary ... 2,246,640 
SEANUIIA VIA, aces sce es AZOsor® ‘Italy 23issto eevee 2,106,442 
KSEPMATY eS cigs sos oe soe ZAS,035., RUSSIA’ 2 S.c.0ceeeenb 1,880,765 
raNCGmen ei. he cleae «+e S7,850) Japan *oss+2. eer cee 100,227 
Netherlands .......... 61,558 All other Countries.. 1,426,067 

Switzerland... .....3. 37,401 

PUG AN Raven s 3.06 ccetesss 1,047,179 Total “sees sts 7,760,141 


GRAND TOTAL—49,716,320 


Measured by their standard of living and by their 
political experience, the immigrants enumerated in the 
left-hand column—those from Northern and Western 
Europe—are much more akin to American social con- 
ditions than those enumerated in the right-hand column 
—the immigrants from Southern and Eastern Europe, 
and from non-European countries. These figures show 
that within ten years we have welcomed to our shores 
nearly eight million people whose customary food, hous- 
ing, and clothing, and whose average of education and 
political experience, represent a much lower development 
than our own. The great majority of these people are 
industrious and law-abiding, and constitute a valuable 
addition to our population. But their presence in the 
country has an influence upon the political situation and 
especially upon wages and upon living conditions which 
must be carefully considered. Fortunately the facts are 
available upon which to base a sound judgment. The 
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United States Immigration Commission, during an in- 
quiry covering four years, thoroughly investigated every 
aspect of the subject, and in 1910 issued an exhaustive 
report in forty-two volumes. The gist of the informa- 
tion contained in this Report has been summarized by 
Jeremiah W. Jenks and W. Jett Lauck in their volume 
entitled “The Immigration Problem,” of which the fourth 
edition was published in 1917. It is evident that these 
millions of immigrants have made a profound impression 
upon every element in our national life; that they have 
influenced, beneficially or otherwise, our health, our 
morality, our industry, our education, our politics, our 
standard of living—in a word, our whole economic and 
social fabric. We are concerned at present with immigra- 
tion only in so far as it has directly affected the relations 
of labor and capital; that is to say, immigration as a 
factor in the labor supply and as an influence in deter- 
mining wages and the general living conditions of labor. 

Capital and labor hold, of course, very different views 
as to what constitutes a satisfactory labor supply. The 
employer of labor, and especially the employer of un- 
skilled labor on a large scale, too often regards a supply 
of labor as satisfactory only when it has reached such a 
stage of oversupply that he can pay reduced wages and 
compel the acceptance of poor working conditions. Em- 
ployers who take this narrow and selfish attitude have 
every reason to welcome an abundant immigration from 
those countries which furnish the most ignorant and the 
least exacting laborers, for such immigrants are content 
with a low standard of living, will accept a low wage, 
and usually refrain from joining labor unions. The 
American wage-earner, on the other hand, rightly feels 
that his whole social and economic interest is threatened 
if immigration of this character stimulates competition 
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among workers for jobs, instead of among employers to 
secure workers. Competition for jobs causes wages to 
fall, working conditions to decline, and unemployment to 
appear. 

Some aspects of the competition between the immi- 
grants and native American wage-earners may be gath- 
ered from the following table: 


Native Born Foreign Born 
White Chiefly White 


Average annual earnings of males*.... $666 $455 
Average amount of family income **.. 865 704 
Percentage of families in which hus- 

band alone provides income....... 58.4% 38.05% 
Percentage of families in which board- 

ers and lodgers provide income **.. 6.7% 25.5% 


(Jenks & Lauck—“The Immigration Problem,” 
pp. 166, 169, 171.) 


* Based on study of 26,600 male wage-earners engaged in differ- 

ent branches of mining and manufacture. 
** Based on study of 15,700 families. 

Striking as are the comparisons furnished by this table 
they do not disclose the full seriousness of the situation, 
because the figures for the foreign born include the im- 
migrants of a higher economic status as well as those of 
a lower status. In order to see in its true light the effect 
of immigration upon wages, it is necessary to compare 
the wages of native-born white Americans with those of 
the higher and of the lower grade immigrants (see table 
on page 132). 

It is to be noted that the low-wage races named in the 
right-hand column are among those which for many 
years have furnished most of the immigration of this 
country, and that the high-wage races in the left-hand 
column contribute a constantly diminishing proportion 
of our immigrants. The rapid increase in the former 
class and the rapid decline in the latter are shown by a 
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AVERAGE WEEKLY EARNINGS OF MALE EMPLOYEES* 


Native White ......... $14.37 Greeks i or cdet ssc ere's $8.41 
Wrelshtivessienictesene a2.o2** | No ltalian = ‘Bamekicenie esos 11.28 
Scotchsee aie ctieser eee there 15.24 Sltaliatt<-2..ce eeeen ore 9.61 
Ufigh tt ceracsoes a cunt. ee 13.01 Macedonian * ss..se50.0% 8.95 
Scotth-lrish 2190s. 15.13, Polish 4. 2; aatsiteg oes 11.06 
English in cr calving 14.13 Syriaty = poles steeple aidisfersa oe 8.12 
INIGTWEGIAN wits. dees ois 15.28 Teirkishreces coe sae Let ee Og 
Swedish vet, ta: cksiecdoes. sisi 15.36 Riisstan: 23 iis Gene Seances 11.01 
DANISH ain ssc aoa oo aoe Russian Hebrew ........ 12.71 


* Jenks & Lauck, Op. Cit., pp. 531, 532. 

** Welsh immigrants whose earnings are shown are mostly men 
of experience and training in manufacturing or mining, whose 
earnings are large because of their training before coming to this 
country. 


comparison of the foreign-born population in the United 
States as shown by the censuses of 1900 and IgI0: 


FOREIGN-BORN POPULATION OF THE UNITED STATES 


1900 1910 
“hotalineSeme we as 10,341,276 13,515,885 
Great Britain .... 11.3% 9.0% Northern and Western 
Ireland 7.40 3. spielen 15.6 10.0 Group, each showing 
Germany =..c.5 08. <. 272 18.5 a DECLINE. 
Scandinavia .,...%. 10.4 9.3 
Canada, Nwflind.. 11.4 9.0 
Austria-Hungary. .; 6.2 12.4 Southern and Eastern 
RRSSIare es ase ne ae 6.2 12.4 Group, each showing an 
WtalvPtc es niente . 4.7 9.9 INCREASE OF 100% or 


more, 


The principal evils which have resulted from the great 
influx into the United States from Southern and Eastern 
Europe have been: 

1. To keep down the wages of native Americans and 
of the Northern and Western European immigrants. 

2. To retard improvement in the general working con- 
ditions of labor, especially in mining and manufactures. 

3. To flood the country with laborers illiterate in Eng- 
lish and, therefore, difficult to develop in efficiency, to 
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elevate to the American standard of living, and to assimi- 
late into our social and political system. 

Public opinion has not been slow to recognize the dan- 
gerous possibilities of a practically unrestricted immigra- 
tion, and from the year 1882 onward Congress has 
passed a succession of restrictive measures. But although 
these laws have to a degree excluded criminal, insane, 
diseased, and anarchistic immigrants, it was not until 
1917 that any step was taken to check the flow of immi- 
gration from Southern and Eastern Europe, which has 
become the central problem of our immigration policy. 

The principal feature of the Burnett-Dillingham Im- 
migration Bill of 1917, passed over the veto of President 
Wilson, is a literacy test imposed upon all immigrants. 
No alien over sixteen years of age can enter the country 
unless he can read some language or dialect, including 
Hebrew or Yiddish; certain exemptions are allowed. 
Owing to the extremely small trans-oceanic immigration 
since the passage of the literacy test, the benefits antici- 
pated from this law at the time of its adoption as a part 
of our immigration legislation have not yet appeared. 
It has found its most frequent application on the 
boundaries of Canada and Mexico where special and 
peculiar conditions exist. On the southern border the ex- 
ceptions made as a war measure in favor of immigrants 
coming from Mexico have so modified conditions that 
a fair estimate hardly can be made as to what the effect 
of the literacy test would be under normal conditions. 
During the fiscal year ending June 30, 1919, the aliens 
admitted to the United States numbered only 141,132 as 
compared with a yearly average for the ten years pre- 
vious to the World War (1904-1914) of 1,012,194. The 
aliens excluded at the ports of entry during the fiscal 
year 1919 were 8,626, or about 3.5 per cent of the total 
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number applying for admission. Of these rejections, 
1,455, or about 16 per cent, were excluded for failure to 
pass the literacy test. The figures for the fiscal year 1918 
are 110,618 aliens admitted and 7,297 debarred, including 
1,598 rejected for illiteracy.* 

Although it is impossible as yet to judge what the 
effect of the literacy test is likely to be there is little 
reason to suppose that it will greatly reduce the type of 
immigration at which it is aimed. It is true that of the 
immigrants arriving from Southern and Eastern Europe 
about 68 per cent are illiterate, as against 3 per cent of 
illiteracy from Northern and Western Europe, but it by 
no means follows that this immigration will be reduced 
by 68 per cent. The Burnett law does not place a quan- 
titative limit upon immigration from Southeastern Eu- 
rope. The reading test is so simple that it can easily 
be met by a short period of coaching before arrival; and 
immigrants who can barely read may come over instead 
of those who cannot. Another doubtful feature of the 
restriction is the exception under which an immigrant 
who cannot read may be brought in as the wife, daugh- 
ter, mother, or, if fifty-five years of age, as the father or 
grandfather of an immigrant who can read. Moreover, 
it appears that practically all restrictive tests may be 
waived if the immigrant can prove or can convince the 
immigration authorities that he comes on account of 
religious persecution in his own country. This reason 
seems lately to have been frequently alleged. The truth 
is that the Burnett law approached obliquely a problem 
which, more than any other national problem, should be 
faced directly. What the country needs is not that its — 
immigrants should be able to spell out a few words of 
Yiddish, Russian, or Greek, but that they should belong 


*Report of Commissioner General of Immigration, 1919. 
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in the main to races which either bring with them a civili- 
zation similar to our own, or else show themselves will- 
ing to become citizens and to adopt our social standards. 

The question of race as a factor in our immigration 
policy has become one of growing importance for the 
last few years. Of late the controversy has been sharp- 
ened by the acts of the California Legislature and now 
of the California referendum on the question of land 
ownership or leasing, the race especially under considera- 
tion being the Japanese. The essential element in the 
entire controversy is that of assimilability of races ma- - 
terially divergent from the white race. Where races are 
so widely divergent in appearance and personal charac- 
teristics or in religious customs and laws that there is 
little inclination for normal marriage and consequent in- 
termingling through blood relationships, the most com- 
plete assimilation is, of course, impossible. 

So great a difference in race does not of itself neces- 
sarily imply any superiority or inferiority of the races 
concerned. It implies merely a difference so great that 
the closest human relationships cannot be attained. On 
that account the chances of very important differences 
in all social relations, including political relations, are 
greatly increased ; and in a democratic country where it is 
extremely undesirable to have any feeling, not to say rec- 
ognition, of caste or classes permanently separated from 
one another, the significance of the problem is increased. 
This is really the fundamental basis for the feeling on 
the Pacific Coast and elsewhere regarding the immigra- 
tion and the naturalization of Japanese, Chinese, Hindus, 
or other races widely divergent from the white race. 

Without entering into the details of the discussions 
regarding Oriental immigration, it is nevertheless of vital 
importance that every student of social conditions in the 
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United States give the fullest consideration to the question 
of race as a factor especially in this question, but also 
in other political questions.that may well arise. 

Efforts have been made by a number of people eager 
to bring about harmonious relations between the United 
States and the Oriental peoples, especially the Japanese, 
to frame an immigration policy which would protect the 
United States and especially the western coast against a 
large influx of Oriental immigrants and at the same time 
remove any special ground for a declaration that they 
were treated as an inferior race. Perhaps the most note- 
worthy attempt in this direction is to be found in the 
writings and publications of the Reverend Sidney L. 
Gulick and in a bill (H.R.14196) now before Congress 
(1920), introduced by Congressman Benjamin F. Welty. 
The special feature of the bill touching upon this question 
is that a percentage test be made limiting the number of 
immigrants of any ethnic group to be admitted in any 
one year to a small percentage of (a) American-born 
citizens whose foreign-born father or mother belonged 
to such ethnic group and whose children were residing in 
continental United States, as shown by the last available 
United States census, and (b) naturalized citizens resid- 
ing in continental United States as shown by the last 
United States census. 

Statistics show that a limitation of immigration in this 
way would not prevent the admission of as large numbers 
as might wish to come from Northern Europe, but would 
cut down quite materially those coming from Southern 
and Eastern Europe, and would probably restrict the num- 
ber of Japanese even more than do the present regulations. 
But as regards Japanese immigration, our treaty with that 
country must be in conformity with the expressed wish of 
the people of California, 
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Starting from the generally accepted premise that the 
whole volume of our immigration must be greatly re- 
duced for the present at least if our standards of living are 
to be upheld, the task to which we should set ourselves is 
to see that the reduction falls upon those classes of immi- 
grants who are the least desirable from the standpoint of 
national policy. No better general test, unless it be that of 
an unassimilable race, could be devised than the readiness 
with which the various immigrating races tend to become 
citizens in their new country. Figures bearing upon this 
point are given in the following table, abstracted from the 
report of the United States Immigration Commission 
(Vol. I, p. 484, year 1910), and based upon an investiga- 
tion of 79,000 immigrants. There is no reason to suppose 
that the percentages would be greatly modified if a larger 
number were included. 

PERCENTAGE OF IMMIGRANTS FULLY NATURALIZED 


(Males 21 years of age or over, resident 5 years or over in the 
United States). 


SOs soto ee 7G,3 70M AUStTIat) .deodrec de oes . 22.1% 
Swedishts occ cia vctesiciewle’s 73.9 Polish .'sic-cvesdecesee’ 19.0 
Wel site ere tec itcsjsicrn2 rene os 73.0 IRUSSIATIG 5 sioeciclsue siecle Se Bak 
IGS re he DANA ar 70.2 Slovenian Wy 2 4c ok na AB Pe} 
GeTMan cers cocks celeste se 69.6 Slovalewisc cece: c ease os be 12.1 
COCCI ies oie aicieisine «cis 64.1 Magyatate ts. tesccs ste ote 10.8 
LBA CET ES 1s Seg Ses 62.9 Spanish ...,......0+e006 9.7 
INDE WEOIAM sevens cece» 55.6 Ruthetiag jy 2 con dees 8.7 
SH i cierisese,<i0' sai 55.2 Ritoatiiati 72 codec as ron 8.6 
Poth or cect sch vee oe oe 51.8 Greek ....-.00c000%0 eswO:0 
CI IAT EE, ie ooo se wis si slere = 45.1 Serbian \ose>. Peake p47. 
IP EREIE eta sis sa aiedes » 2 oie « 40.9 WOTEICUESE! nculcnie 6 cs ciel UR SCe 


* Race not specified. 


It would be impossible to exaggerate the importance of 
the facts disclosed in this table. Every race showing a 
large percentage of naturalization has a high value as an 
element in our population when it arrives; every race 

- showing a low percentage has a low value. The former 
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come entirely from Northern and Western Europe; the 
latter from Southern and Eastern Europe. These facts 
suggest a just and feasible plan for limiting immigration 
into the United States. Let us decide upon the number 
of immigrants we are willing to receive each year, and 
then apportion the number according to the record of 
naturalization among the various races who follow the 
occupations needed. There would be no well-founded ob- 
jection to such a rule, for it could be formulated in terms 
free from declarations of national or racial discrimination. 
Such a policy would improve the quality of our immigra- 
tion from all countries, and it would avoid much suffering 
if the work of debarring undesirables could be carried out 
abroad, before departure, instead of after arrival here. In 
other words, we might well maintain a number of ‘Ellis 
Islands” in Europe instead of one Ellis Island in New 
York Harbor. It is true that the number of immigrants 
who are actually refused admission is comparatively small 
and that many would-be immigrants are prevented from 
leaving European ports through the adverse rulings of 
American medical officers abroad, whose inspection they 
must pass; but this does not by any means cover all the 
necessities of the case. 

Although we very properly take stringent measures to 
keep out the insane and the diseased, yet it is at least as 
important that we should exclude persons who are un- 
desirable on political or social grounds. Cases of this 
character are almost impossible to settle here, but they 
could readily be determined on the other side if our con- 
sulates were provided with a staff for this purpose, who 
might cooperate with the local native officials. Some 
countries might not consent to this at first, but others are 
already willing and doubtless in time the cooperation 
would be general. The control of our immigration, in- 
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stead of being vested in a bureau, should be entrusted toa 
Commission of five members, let us say, of the very high- 
est quality, with much broader powers than those exer- 
cised by our present immigration authorities, and with a 
constructive program to guide them. Such a commission 
would prepare a plan not only to enforce the immigration 
law, but to care for and protect the immigrant after his 
arrival. With more than thirteen millions of persons of 
foreign birth in the United States, their proper treatment 
is one of the most important as well as one of the most 
neglected tasks of our national government. Employ- 
ment agencies, which would assist immigrants to find their 
best place in American life; helpful publications to fa- 
miliarize the newcomers with American institutions and 
with the opportunities and duties of citizenship ; close 
cooperation with the very important work done in several 
of our States through their departments of education and 
voluntary associations; all these might form part of the 
activities of such a Commission. 

The Commission should be granted a degree of dis- 
cretion in its enforcement of the immigration law; that 
is to say, the law should be so framed as to permit the 
Commission to be lenient in its requirements for admis- 
sion to the United States at times when the country is 
in need of labor, and rigid during periods of depression 
or unemployment. A similar plan has worked very well 
in Canada. While space forbids its elaboration in this 
chapter, the plan for a permanent Immigration Commis- 
sion functioning along the lines broadly outlined here, 
with agencies abroad, is offered as a fruitful subject for 
careful consideration by our Government and by the na- 
tions whose welfare is bound up with the prosperity, 
loyalty, and contentment of our foreign-born population. 


III 
PROBLEMS OF BUSINESS 


XI 
THE HIGH COST OF LIVING 


UNDER present conditions there is no need of elaborate 
definition or extended discussion about the fact of the 
high cost of living. The cost of living is high not only 
in the United States, but in practically the entire world, 
mainly because the great war brought about an increase 
in prices, relatively greater than the increase in the in- 
comes of large classes of the population. Practically 
every one is materially affected by the high cost of living, 
but the effects upon different classes have been by no 
means identical. Some have been enormously benefited, 
while in many instances the variations in monetary ex- 
penditures have been offset by corresponding variations 
in income. The index numbers computed by the United 
States Bureau of Labor Statistics afford a basis on which 
to estimate what this increase in prices has been. Con- 
sidering wholesale commodity prices in 1913 to be at a 
base line of 100, the increase to March, 1920, raised that 
base to 253; for retail food prices the new base became 
200. For the aggregate of a number of items such as 
those that enter into an ordinary family budget (food, 
clothing, fuel and light, housing, furniture and furnish- 
ings, miscellaneous) the increase brought the figure to 
183. Various other index numbers might be used, but 
the general results could perhaps not be summed up bet- 
ter than in the figures just given. 

What can the Government do to provide a remedy for 
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the evil effects of this state of affairs, and what can we 
as individuals do? These are important questions for 
all of us. The answers to such questions depend, of 
course, upon the causes of the phenomena, and the find- 
ing of those causes is a complex task. It is easy to say 
that the prime reason for the high cost of living is the 
great war, but little good can come from such a bare 
answer. The result has come from the interaction of 
numerous forces, in many cases of succeeding series of 
influence, It is certain that in the discussion of remedies, 
we must consider various measures that should be under- 
taken by the Government, by individuals, or by groups 
of individuals. 

But there are some general considerations not to be 
overlooked. It has been wittily said that the difficulty is 
not so much that the cost of living is high as that we have 
to pay for the cost of high living. The fact is well 
established that, if we take a period of years into con- 
_ sideration, the standard of living of practically all classes 

of the community has decidedly improved. Such a change 
is, of course, normal in the progress of civilization and 
is highly desirable. It is quite as it should be that cer- 
tain ways of living and certain articles of consumption, 
once luxuries, should, as the years go by, become sub- 
stantial necessities. A generation ago bathtubs, gas or 
electric lights, and an abundant pure water supply in 
the dwellings of the average wage-earners were rare. 
Today they are practically universal necessities. In the 
progress of society, new inventions.and better methods 
of production will bring many improvements in the stand- 
ard of living with no increased monetary cost. Even 
should there be an increased monetary cost, it should be 
met by increased earnings. 


_ Aside, however, from the advance in the standard re- 
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quired by health and comfort, the improvements arising 
from a normal growth of education and intelligence and 
those due to a gain in moral standards, there are multi- 
tudinous instances of increased cost from sheer wasteful 
extravagance which bring no real improvement in the 
standards of living. Persons whose income has greatly 
increased through adventitious circumstances rather than 
through merit, have often been led into most unwise ex- 
travagances. In Great Britain and France, as well as in 
this country, the highly paid munition workers purchased 
much expensive jewelry and showy but unsuitable cloth- 
ing, and consumed costly foods, tobaccos and liquors. 
Regardless of the size of income, we should always keep 
in mind the distinction between stable beneficial improve- 
ments in the standard of living and unwise extravagance. 

A distinction is always to be made between the high 
cost of living and high prices. The high cost of living 
depends upon the relation between the prices of the articles 
consumed and the income of the consumer. An increase 
in the prices of commodities in many instances leads to 
an increase of income at least proportionate to, if not in 
excess of, the increase in prices. From this point of view 
there has been, relatively speaking, a less increase equiva- 
lent to a net decrease in the cost of living. In other cases, 
however, the increase in general prices has led to no cor- 
responding addition to the monetary income, and in these 
instances the cost of living has increased proportionately 
to the increase in prices. The effects upon different 
classes of people in the community depend largely upon 
the causes of this increase. If in the case of a special 
commodity it is due to a general larger demand for the 
goods when it is impossible to increase proportionately 
the supply, the question at once arises, Who is to be or 
who can be the purchasers of the relatively limited stock 
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of goods? The purchasers may be merely those who 
have the larger amounts of money, but they might also 
be those who more greatly need the article in question 
and who are prepared to make the necessary monetary 
sacrifices in order to meet that need. Consider, for ex- 
ample, the case of our enormously increased demand for 
certain types of medicines. They are required by hos- 
pitals and doctors, but are not needed by the great mass 
of healthy people in the community. 

During the war the entire output of goods classed as 
munitions, used but little outside of war needs, was bought 
by the Government. The increase in prices affected little 
the lives of private individuals. On the other hand, cer- 
tain war supplies such as cotton, many types of woolen 
goods, dyes, and various kinds of foods are consumed 
widely by private individuals. The enormous increase in 
demand from the Government, greater than could pos- 
sibly be met by a prompt increase in supply, not only 
put up the prices to private individuals, but in numerous 
instances actually made it impossible for them to secure 
the goods at any price. In consequence people had to 
take what they could get and pay substantially whatever 
price was asked. 

Another factor affecting different members of the 
community in different ways is the burden of taxes — 
largely caused by the war. Personal income taxes apply 
in much the same way to individuals whatever their busi- 
ness, and yet people are able more or less to evade them 
by the nature of their investments and by the way in 
which their business is handled, and still keep within the 
letter of the law. When the taxes are upon the business 
itself, as in the case of the excess profits tax, the burden 
is in many cases transferred to the consumer. The pro- 
ducer is often able to insure himself against the likelihood 
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of future tax levies by increasing his prices more than 
the tax itself directly justifies. Here again the abnormal 
conditions caused by the war have shifted the burden 
of taxes among different members of the community in 
ways that are often most unjust. 

What are the more direct causes of the really great 
increase in prices? The chief cause, in the opinion of 
practically all competent students of the subject, relates 
to the increase of the effective money supply. The first 
factor in this increase is an addition to the supply of 
gold used either directly or indirectly as money. The 
effect of any great increase or decrease in the world’s gold 
supply has long been observed by economists. The rea- 
son for the increase in prices’ from an addition to the 
supply of money is evident. The price of any commodity 
is an expression of its value in terms of money. If 
people were accustomed to exchange one bushel of wheat 
for four bushels of oats, a doubling of the supply of 
wheat (the money commodity) in the market, other fac- 
tors remaining the same, would lead them to give two 
bushels of wheat for four bushels of oats; in other words, 
the price of oats expressed in terms of wheat would have 
doubled. On the other hand, if oats is taken as the 
standard of measurement (the money), the price of wheat 
would have fallen 50 per cent, since now one bushel would 
buy only one-half as many oats as heretofore, because 
the relative supply of oats has decreased one-half, and 
its relative value has correspondingly increased. If we 
look upon money as a commodity, used as the standard 
in exchange, we see that the same principles apply, though, 
of course, in actual business life other factors always 
modify somewhat their application. From 1872 to 1896 
there was a large decrease in the prices of commodities, 
due apparently in part to a slackening in the output of 
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gold; in part to the greatly increased demand for gold 
for monetary uses caused by the establishment of the 
gold system in Germany, Austria-Hungary and the Scan- 
dinavian countries; and in part to the increase in the 
demand for gold in the United States and the countries 
of the Latin Union, France, Italy, Switzerland, etc., which 
had abolished their bimetallic systems. Gold had become 
relatively more valuable. In 1897, however, the upward 
turn in gold production came with the discovery of new 
mines, and especially perhaps by reason of the applica- 
tion of new methods of extracting gold, and gold became 
relatively less valuable. People were willing to give rela- 
tively more of it in exchange. The accompanying table 
giving the world’s gold production in ounces and in per- 
centages of the average output for the years 1895 to 1904 
shows clearly this increase (see page 149). 

It should be remembered also that gold used as money 
is largely imperishable, since for the most part it forms 
reserves lying in bank and treasury vaults, where there 
is little opportunity of loss through carelessness, theft, or 
abrasion. Such part of the annual output as is used for 
monetary purposes is in reality added to the large stock 
already on hand and thus continually increases the total 
available supply. 

The effect of these processes on prices, though evident, 
had been little emphasized up to the outbreak of the 
European War. During the last two years of the war, 
there was a slight falling off in the output, but in the 
meantime other factors had entered into the problem so 
that no noticeable effect toward lower prices could be 
seen. The increased gold supply was, of course, a world 
phenomenon and the steady increase of prices was ob- 
served in the other great commercial countries as in the 
United States, 
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General Index Num- 
ber of Gold Pro- Special In- 


(000 omitted) duction (Aver- dex Number 
Ounces * age 1895-1904—=100) (1913=100) 
ER ees 9,615 73.1 
TOQO. oe go cee 9, 74.4 
P's pe II 86.9 
oe ee ee 13,878 105.5 
FROGS cee ae 2 14,838 1128 
WOOO. bees 2c 12,315 93.7 
EEYERE: Shc hore oo. 12, 96.9 
27 Soe BORae 14,355 109.2 
LO, ean ap eee 15,853 120.6 
BOGAS = cise ess 16,804 127.8 
BOOS s Nee dee os 18,396 139.9 
NOOO eros 19,471 148.1 
10 A Oe 19,977 151.9 
SON a's che. av 21,422 162.9 
10 0 ee Sa ee 21,905 167.0 
“a eee 22,022 167.5 
BISUE Soe aloe os = 22,348 170. : 
Gh Deg 22,549 17I 
ot A ie acing voi 22,250 169.2 100 
BID Ela elecls eincorp 21,240 161.5 95.5 
12 a 22,675 172.5 102 
otis) Sa AA e 21,971 167.1 98.6 
MOLT oiee orcs 5 0 20,298 154.3 gl.2 
ROIGt ee. cs > 18,427 140.1 82.8 
BOLO ease aes 17,664 (est.) 134.3 79.4 


*Annual Report of the Director of the Mint, 1919 (Treasury 
Department, Document No. 2849). 


A second class of non-war causes of high prices in 
the United States came from the reorganization of the 
American banking system. It is impossible to determine 
just how far some of these changes were influenced by 
the war, but the changes essentially affect banking meth- 
ods and have no immediate relation to war. One of these 
changes is the important reductions made in the legal re- 
serve requirements of our Federal Reserve banks. Under 
our old system of national banking, the reserves, waste- 
fully scattered throughout the country in different banks, 
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had to be abnormally large. The Federal Reserve system 
provided both for a marked concentration in reserves, 
leading to their most effective use, and later to a decided 
lessening in the ratio of reserves to deposits. Professor 
Kemmerer in his very thorough address on the causes 
and progress of the inflation given before the Academy 
of Political Science in New York in April, 1920, called 
attention to the fact that taking the three classes of 
banks, central reserve city bank, reserve city bank, and 
country bank, the average percentage of reserve to de- 
posits in 1913 was 16 per cent; whereas after the Federal 
Reserve Act of that year should have gone into full effect, 
the permissible lowest legal cash reserve would have been 
only 8.8 per cent of the deposits. He estimated that this 
would in itself have released from the ultimate legal cash 
reserves some $511,000,000 necessary as reserves, thus 
making possible, before it became imperative to add 
further gold reserves, an increase in deposits of some 
$5,800,000,000. Of course, as a practical matter, such 
an expansion would probably not have taken place. Some 
of the gold thus released would probably have gone into 
the arts, and had it not been for the legal restrictions put 
upon the export of gold on account of the war, doubtless 
a very considerable percentage of the gold thus released 
would have been exported. It is nevertheless clear that 
there is a possibility of great expansion in credits. Under 
the Reserve Act as passed it was expected that this de- 
crease in reserve requirements would take place gradually, 
but under the pressure of war, changes were made rapidly 
and new provisions reduced to a: still further extent the 
reserves required by law. 

In addition to the lessened demand for reserves as 
against deposits we may note a further increase in the 
amount of gold available for actual currency. This was 


THE HIGH COST OF LIVING 151 


brought about by the practice of the Government of sub- 
stituting for our gold certificates (which are really mere 
certificates of deposit requiring 100 per cent reserves) 
Federal Reserve bank gold notes, requiring under the law 
only a 40 per cent gold reserve. In 1913 the circulation 
of these gold certificates amounted in round numbers to 
about $1,000,000,000. By this change in policy there 
was made possible a net currency expansion of $1,500,- 
000,000. Here again it should be noted that, had it not 
been for the war, the effect on prices in the United States 
would have been greatly lessened, for such a release of 
gold would normally have led to a heavy exportation of 
gold and the consequent diffusion of this effect through- 
out the commercial world. The embargo upon the ex- 
portation of gold during the war, of course, increased the 
effect upon prices in this country. 

Other regulations of the Federal Reserve Board re- 
- garding its clearing and collection systems added to the 
efficiency of the banks with the result of increasing the 
rapidity of the circulation of money. This again had a 
tendency to make the use of the reserves more efficient, 
thus enlarging the effective currency supply as if there 
were an increase in the number of dollars. 

Aside from the total swelling of the world’s gold sup- 
ply and its more effective use, there is to be noted the 
great increase in the gold supply in the United States. 
Beginning with the outbreak of war in 1914, Europe 
made strong demands upon the United States for pay- 
ment in gold of our current indebtedness to her. From 
August to November, 1914, we made a net exportation 
of gold of 85.7 millions of dollars. By December, 1914, 
the great demand for American goods had changed the 
‘situation and an importation of gold began. From 
August 1, 1914, to April 1, 1917, therefore, about the 
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time we entered the war, there was a total net importa- 
tion amounting to $1,109,000,000. At this same time the 
exports of the United States exceeded imports by $6,054,- 
000,000, an average monthly rate substantially four times 
the rate for the preceding three years. After our entry 
into the war exports of merchandise increased still more, 
but inasmuch as we were ourselves participating in the 
war and our Allies could not well export more gold, this 
balance of trade had to be taken care of by securities 
rather than by gold. With the gold actually received 
from Europe, chiefly before our entry into the war, and 
with its retention here due to the embargo upon its ex- 
port, monetary gold in this country increased by about 
$1,190,000,000, an amount considerably more than half 
as large as our entire stock of monetary gold had been 
at the beginning of the war. After its outbreak there 
was a still further reduction in the legal reserve require- 
ments of the banks, sufficient to permit a larger legal 
deposit expansion of not less than some $17,000,000,000 
for all classes of banks. 

These enormous increases in the effective monetary 
supply would of themselves be sufficient to account in 
good part for the increased prices. To this direct cur- 
rency expansion, however, are to be added other influen- 
tial causes. The war called for a sudden and enormous 
further production of war munitions and supplies. After 
the United States entered the war this demand grew rap- 
idly, and bore little relation to added costs. The govern- 
ment needed the goods and was willing to pay whatever 
was necessary. Furthermore, both in Europe and in this 
country, millions of men actively engaged in production 
_were withdrawn from it and set to the work of destruc- 
tion of both lives and property, and this again lessened 
the supply of goods while in many fields the demand was 
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increased. Professor Kemmerer, in the article already 
cited, estimates that from 1896 to 1913 the increase in 
the physical volume of business was approximately 7 per 
cent a year, whereas between the years 1913 and 1919 
the rate of increase was only about 1.6 per cent. 

Attention should again be called to the change in the 
nature of the expenditures made by both government and 
people. The Government was buying munitions of war 
and war supplies, not to be used in further production as 
is the usual purpose of expenditures in time of peace, but 
-to be used for destruction. Not only are cannon and 
munitions used up or destroyed during hostilities much 
more rapidly than are machines in time of peace, but 
clothing, food supplies, medicines and all the other prod- 
ucts that have a common use for both war and peace, are 
much more rapidly consumed in time of war. As already 
stated, owing to the abnormal conditions caused by the 
war, many individuals began careers of extravagance in 
their private expenditures which would have been impos- 
sible in normal times. All these influences tended toward 
a strong upward trend of prices. 

The possible expansion of bank currency and bank 
credits became to a very great extent an actual one owing 
to the government’s war policies of issuing bonds and 
of encouraging both banks and private individuals to in- 
vest in these bonds to an extent much greater than is 
either normal or wise in times of peace. To supply itself 
amply and promptly with necessary funds, the govern- 
ment not merely issued bonds at rates below the market 
price for money through appeals to patriotism, but en- 
couraged the banks and private individuals to extend 
their credits to the utmost limit on the basis of gov- 
ernment bonds as securities. In addition, the Treasury 
employed great quantities of credit currency by the 
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issuance of Treasury Certificates of indebtedness in 
anticipation of loans and tax revenues. These practices 
not only directly expanded the credit of banks and in- 
dividuals to a degree unknown before, but in addition 
thereto stimulated in many individuals the habit of bor- 
rowing and spending to an extent previously undreamed 
of. All these circumstances tended not only toward in- 
flation of credit, but toward extravagant expenditures on 
the part of both government and individuals, and they 
necessarily exerted a profound effect upon the cost of 
living. 

It is important to revert again briefly to the varying 
effects of these great increases in prices upon different 
classes of people in the community. The enormous de- 
mand for goods, especially war munitions and supplies, 
in many cases regardless of cost, naturally led to a rapid 
increase in wages, and, under the stimulus of war con- 
tracts, to the bidding of contractors against each other 
for workers, whose wages were thus increased by leaps 
and bounds far beyond the rate of the increase in prices. 
These wage-earners were largely certain types of skilled 
mechanics and very often unskilled workmen. On the 
other hand, persons living on more normally fixed salaries 
such as government clerks, clerks in banks and shops, 
teachers and clerical employees of all kinds had to sup- 
port life with practically no increase in wages, while 
under the necessity of paying greatly increased prices. 
Even after the pressure had become in many cases des- 
perate and after the public had recognized the need of 
meeting increased prices by increased wages, the rate of 
increase in wages lagged far behind the increase in 
prices. Generally speaking, we can say that hand workers 
and perhaps skilled labor benefited far more than clerical 
labor, or than school teachers, salaried accountants, 
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preachers and skilled workers whose preparation for their 
professions requires long special training at schools and 
colleges. 

We have heard much of the “profiteers” who are sup- 
posed to have taken advantage of the abnormal conditions 
to amass huge fortunes. Doubtless in many instances, 
owing to the imperative need of the Government for 
_ prompt supplies and for practically unlimited production, 
the establishments equipped to turn out such products at 
the least cost benefited greatly. Since enormous quantities 
were needed, the Government called into its service prac- 
tically all establishments available, even though. the cost 
of production was high. A uniform price for a product 
gave great profits to the best equipped, lowest cost plants. 
If the producers delivered a product of the highest quality 
and with the greatest speed possible, thus rendering the 
best service, should they be branded as “profiteers’’ ? 
Such establishments, of course, paid a larger percentage 
of taxes out of their profits than did those who were 
producing at higher cost and presumably at less speed. 
Are they not then to be looked upon as “economic op- 
portunists” rather than “profiteers’? The same distinc- 
tion should be made in the case of many industries not 
directly furnishing war supplies whose business was 
affected by war conditions. In the building trades, pro- 
ducers of steel and lumber and equipment of all kinds, 
especially if they were the owners of the raw materials, 
often made enormous profits. They had purchased their 
supplies in times of peace. Both the government and 
private individuals were ready to offer them prices sev- 
eral times as high as before the war, and the privilege of 
buying at these high rates was eagerly sought. Business 
men are hardly to be blamed if they accept such an op- 
portunity when it offers, When manufacturers were 
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compelled to buy their raw materials at rapidly increas- 
ing prices, it was natural that they should ask for their 
products prices not only high enough to meet the im- 
mediate added costs of production, but also high enough 
to insure themselves against the increased costs of raw 
materials and wages likely to come in the near future. 

As products pass through several stages from raw 
materials to partly finished and then to finished goods, as 
from wheat to flour and flour to bread; or from pig iron 
to steel, from steel ingots to bars, from bars to machinery 
of all kinds, it is natural that the rate of profit should 
increase with each new handling, so that the cost to the 
consumer is very greatly enlarged. The retailer, having, 
relatively speaking, a larger capital invested, and quite 
possibly also a greater cost of handling, probably took 
during this period the highest percentage of profit of any 
in the series. In many individual instances doubtless 
there has been heartless profiteering on the part of capi- 
talists and in some instances of laborers also asshas been 
proved, and one must not excuse these men in the least, 
but in many cases, what looked like profiteering was sim- 
ply a response to an insistent demand and the acceptance 
of special offers. 

What is to be done either by the government, or by 
private individuals in regard to this difficult question? 
The causes, as we have seen, are various; the remedies 
must likewise be several. Not one of them is likely to 
be completely effective and all of them taken together 
cannot produce satisfactory immediate results. To rem- 
edy the inflation of currency and of credit, some steps 
have already been taken; others will doubtless follow. 
The Federal Reserve Board, acting through the banks, 
has already undertaken to contract the currency by gradu- 
ally calling in loans and restricting the number, extent 
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and nature of credits to be granted in the future. ‘Aside 
from the action of this Board, a similar process is normal 
for all bankers and business men in whose hands lies 
the extension of credits and has been rather rigidly fol- 
lowed. Care should be taken, however, not to abuse*this 
power. Credit should be extended sparingly, if at all, 
to those whose purpose is either speculation or the mak- 
ing of unnecessary articles of consumption. Those who 
are producing the necessities of life and those whose prod- 
ucts tend toward the improvement and development of 
society, should be protected in their credits and encour- 
aged in the continuance and expansion of their business. 
It is practically impossible to lay down fixed rules to 
cover individual cases. Discretion must be used, but the 
general principles are clear. : 
Again the Government should adopt the policy of meet- 
ing its own obligations as promptly and satisfactorily as 
possible. The delays in government payments from mere 
careless use of red tape have at times caused serious em- 
barrassment to loyal citizens striving to serve their 
country well. Especially should it incur as few hew obli- 
gations as may be without neglecting the expenditures 
usually necessary for the proper protection and care of 
the people of the country. Here again the remedy 
may be abused. The Government must in no way 
neglect to protect its citizens and the general safety and 
welfare; but it should cut its costs to the limit by clearing 
the ranks of the employees of unnecessary placeholders, 
and it should increase the value of the officials whom it 
retains by the adoption of sueh methods as shall stimulate 
them to their utmost efficiency. Both government and 
private individuals should be thrifty. This does not mean 
that we should not avail ourselves of improvements lead- 
ing toward a better civilization; it does mean that we 
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should stop foolish waste and extravagance. Great sav- 
ings can be made by more careful study. Often the most 
nourishing as well as the most enjoyable foods are among 
the cheapest; often the most serviceable and beautiful 
clothing is not the most expensive. We should not de- 
prive ourselves of healthful and needed recreation, but 
many of our enjoyments demand useless extravagance 
in money and in an expenditure of energy that could be 
much more wisely employed. 

Again the inflation of the currency can be controlled 
through increasing the normal demand for it by the de- 
velopment of business and production, its diversion into 
these channels having the same effect on prices as an ac- 
tual cutting down of the amount in circulation. In 
practically every line of business there has been until 
recently a decided falling off in the productivity of the 
individual workman. The reasons for this are various, 
but the testimony as to the fact is practically universal. 
The average output per man per day has in many instances 
fallen from 10 to 20 per cent, sometimes to an even 
greater degree. The increased demand on the part of 
many of the workers for a shorter work day has led to 
the same result—a lessened production. Doubtless within 
reasonable,limits and with an average of perhaps an eight- 
hour day or a 44-hour week, a shorter day for labor is 
desirable, but the number of hours should vary more or 
less in accordance with the nature of the industry, as well 
as with the needs of production. The greatest output per 
workman in the long run means a process that will keep 
the workman in his best health and intelligence, and keyed 
up to his best work. His returns will eventually depend 
upon his product, and to cut the work day below what will 
enable him to develop himself most efficiently is waste, 
just as is the extension of his working day until his 
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energies flag. There can be little doubt that intelligent 
and willing cooperation between employers and workmen 
could increase our output to a large degree, sometimes to 
as much as 40 or 50 per cent, with benefit to all parties 
concerned and to the community at large. As already 
pointed out, enormous waste has come from strikes and 
lockouts, the indirect evil results of which are usually 
greater than the direct losses to employers and workmen; 
and closely allied to this is the inefficiency attendant upon 
a condition of continued unwillingness and dissatisfac- 
tion among the workmen. Perhaps in no other way can 
proper increase in output be brought about than by the 
employment of some of the methods of cooperation be- 
tween laborers and employers indicated in another chap- 
ter. Increased output, more than any other single factor, 
will lessen living costs. 

On the whole, then, for the individual probably the best 
remedy for the high cost of living, a remedy immediately 
available to all, is a conscious effort to increase one’s pro- 
ductivity through greater efficiency and to lessen one’s 
unnecessary and wasteful expenditures. 


XII 
COMPETITION AND BIG BUSINESS 


Just as the war created new demands and raised new 
questions in business life, so the close of the war brought 
up new problems of business as well as the old problems 
in a new setting. Of these the most significant concern 
our domestic production and distribution. Important as 
may be the discussions concerning foreign trade, the fact 
is often overlooked that our proper share in international 
commerce is only a drop in the bucket when compared 
with the magnitude of our internal trade. It must be 
remembered that the annual value of domestic products 
sold in our home market, was, immediately before the 
war, about $35,000,000,000. This sum is seventeen times 
greater than our customary export trade, and is twice as 
large as the total exports of all the other countries of the 
world. If we would convince ourselves of the transcend- 
ent importance of this trade it is enough to recall that the 
value of articles manufactured in one pre-war year in 
Greater New York was about equal to the annual value 
of the export trade of the nation. 

What is the outlook for export trade? To answer this 
question we must ask and answer another. What is to 
be the attitude of our government towards “Big Busi- 
ness”? Shall we adopt a policy of encouragement based 
upon practical expediency, or shall we continue the course, 
too much pursued in recent years, of placing unnecessarily 
vexatious restrictions upon legitimate enterprise—a policy 
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which, whatever its professed motive, springs largely 
from sectional jealousy and a spirit of revenge for past 
abuses committed by a few great corporations? The 
modern attitude of American legislators toward Big Busi- 
ness found its chief expression in the Sherman Anti-Trust 
Act of 1890. For some thirty years this law has been in 
force, and from the many suits brought under its terms 
it is easy to understand the abuses at which it was aimed. 

With admirable conciseness the National Civic Federa- 
tion, in an introduction to a volume on ‘“‘The Trust Prob- 
lem,” * has summarized the evils usually charged against 
large combinations: 

(1) Competition between the States to make laws gov- 
erning incorporation more and more lax. 

(2) Power to exploit both the producer and the 
consumer, by depriving them of a competitive market, 
thus making the prices of the raw material unduly low 
and those of the finished commodity unduly high. 

(3) The holding company, which leads to concentra- 
tion of power, sometimes perilous, in a few hands, and 
which conceals such an exercise of this power. 

(4) Unfair methods of competition, as illustrated by 
the selling of goods in a given locality, where a competitor 
is operating, at prices below cost of production until the 
local competitor is ruined, and by the selling of one va- 
riety of goods at less than cost for the purpose of driving 
from the field a rival who produces chiefly this variety. 

(5) Restraint of trade, as illustrated by the refusal to 
furnish goods at prevalent trade rates to merchants who 
buy anything from rival producers, or who refuse to 
maintain list prices, as required by “sellers’ agreements” ; 


*“The Trust Problem.” Replies of 16,000 representative Ameri- 
cans to a Questionnaire sent out by the Department of Regulation 
of Industrial Corporations of the National Civic Federation. New 


York, 1912. 
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by control of sources of raw material; and by use of 
patents (which have been bought up) to protect what is 
not patented. 

(6) Overcapitalization. 

(7) Inadequate protection of minority stockholders 
and of subsidiary interests. 

(8) Exploitation of investors by manipulaton of stocks 
and securities. 

(9) The checking of improvements in methods of pro- 
duction, if monopoly is successfully assured. 

Of these nine counts in the indictment the first five 
and the ninth concern the competitive aspects of business 
and, as such, touch not only the owners of the corpora- 
tions, but the world at large. The other three concern 
chiefly relations which may exist between the owners and 
creditors of the concerns involved. Although important, 
they do not touch the public interest so directly as the 
counts which in one way or another involve the question 
of competition. 

The main issues, then, center around two broad factors, 
closely interrelated, and both intimately associated with 
the public welfare: the prime cost of commodities to the 
producer, and the final price of commodities to the con- 
sumer. Logically, the second factor should be considered 
first, for low cost to the producer is not necessarily fol- 
lowed by low price to the consumer, a consequence which 
can be averted by stifling competition and erecting mo- 
nopolies. 

In our reflections on the function and power of compe- 
tition many of us have to a large extent been dominated 
by the preconceived idea that any restriction of competi- 
tion, whatever may be its purpose or the means by which it 
is effected, is an unmixed evil, and that the more wide- 
spread competition is the more fully the public interest is . 
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served. This view is utterly fallacious. Competition is 
in one vital respect exactly like every other factor in busi- 
ness : its effects vary with the circumstances of each case; 
they may be judged, not on the basis of unsound theory 
of economic consequences, but from the results of practi- 
cal experience. 

A bald statement that competition, as competition, is 
beneficial, has no. meaning whatever, for we cannot tell 
whether it is true or false until we know the conditions, 
the purpose to be achieved, and the extent to which it is 
to be carried. One might as well say that eleven o’clock 
is a good hour. It is a good hour at which to reach the 
depot if your purpose is to catch the II.10 train, but a 
bad hour if you wish to catch the 10.55 train; it is a good 
hour to have your clock strike eleven, but a bad hour 
to have it strike two. Eleven o’clock has in itself no 
goodness or badness, no religious, moral, ethical, or utili- 
tarian quality whatever. Neither has competition. 

We must, therefore, have very clearly before us just 
what we mean by competition, what we expect it to do, 
and how we expect its end to be accomplished. The gen- 
eral confusion of thought on these matters becomes ap- 
parent the moment we set out to find a workable definition 
of competition. For our purpose the dictionary defini- 
tions are useless: “The act of competing”; “strife in 
common for the same object”; “contention for superior- 
ity”; and “rivalry.” These phrases carry us no farther 
than does the word “competition.” It is only when we 
qualify the word by a descriptive adjective that the in- 
quiry into the effect of competition on business can be 
_made practical. Fair competition, unfair competition, 
restricted competition, unrestricted competition,—these 
things we can discuss. And it is with regard to compe- 
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tition so qualified that the attitude of government toward 
business will find its expression. 

The practical issues are clear and distinct when we 
read what the courts have held to be “unfair” competi- 
tion, and what experience has shown to be the conse- 
quences of “unrestricted” competition. A summary of 
unfair practices, according to the findings of the Federal 
Trade Commission, as digested by the American Specialty 
Manufacturers’ Association, in the early part of 1920, 
gives the following facts: 

Of sixty-one condemned practices listed, twenty-eight, 
or nearly half, are direct interferences with competition, 
such as giving or agreeing to give to retailers special 
commissions or rebates, provided they deal in the seller’s 
goods exclusively ; giving to retailers at the end of a fixed 
period certain rebates or discounts based upon the aggre- 
gate purchases during that period; effecting long-term 
contracts with customers; making exclusive contracts to 
manufacture or sell; selling machines with “tying” con- 
tracts ; spying on competitors’ business, luring employees 
away, etc. Several of the practices condemned have to 
do with price, as, for example, price maintenance by con- 
tract, agreement or refusal to sell. Four have to do with . 
the control of prices by combinations or pools, and five 
with price cutting or price manipulation of different 
kinds. . 

The next largest group of forbidden practices might be 
placed under the general head of commercial lying. Such 
are: false and misleading advertising, misrepresentation 


_ regarding one’s own business and that of one’s competi- 


tors, passing off one’s goods as those of another, conceal- 
ing a company’s financial interest in other concerns, and 
falsifying costs. The stealing and simulating of trade 
marks, trade names, etc., is one of the proscribed prac- 
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tices. Selling goods unfit for human consumption, in 
other words, commercial poisoning, is another. Lottery 
premium coupons are ruled out. The commercial bribery 
of employees to induce them to purchase, or to purchase 
in larger quantity than commercially desirable, is de- 
nounced. 

Several other practices come under the head of monopo- 
lizing, such as buying up all the raw material of a certain 
kind for the purpose of stifling competition, combining to 
force down the prices of sellers, and organizing trusts and 
combinations to procure a monopoly. What might be 
called trade tyranny is the chief object of other con- 
demned practices, such as, atterpts by wholesalers to 
force manufacturers, or by manufacturers to force re- 
tailers, to adopt certain sales methods; blacklisting with- 
out proper cause by associations of merchants or manu- 
facturers, and attempts by wholesale associations to 
compel manufacturers not to recognize certain dealers 
as jobbers. Agreements among competitors to divide up 
a territory and also to limit their output or sale are for- 
bidden. So much for “unfair” and “unrestricted” com- 
petition. These practices must be prevented if the public 
welfare is to be protected; they can be prevented only 
through some form of government action. 

But before we discuss the form which such government 
action should take, we should consider another factor in 
business which has been the subject of much controversy 
—the size of a business organization. Here again we are 
confronted with the fact that the goodness or badness of 
any factor in business can only be determined from ob- 
served results of its operation. 

Is the operation of business on the vast scale that is 
characteristic of the modern corporation, good or bad? 
The question thus put is not susceptible of a direct answer. 
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We must know whether in a given instance sizé means 
no more than unwieldiness and confusion or whether it 
means efficiency. Neither of these conditions can be as- 
sumed offhand to be true of any business merely because 
it is big. In general large production ought to make for 
industrial economy, because it should insure low cost of 
raw material through purchases in great bulk, low cost of 
overhead charges through their division among a great 
number of production units, low cost of distribution 
through advantageous freight rates, and low cost of ad- 
vertising per production unit. To secure and utilize these 
advantages, however, depends ultimately upon the skill of 
the management. If that skill is high, it will secure and 
utilize them, and the business will be efficient because it is 
big; but if the management is incompetent the advantages 
arising from size will not suffice to offset the disadvan- 
tages, and business will be inefficient because it is big. 

The next point to consider is monopoly, which also is 
subject to the same general considerations that apply to 
competition and size as factors in business ; these we need 
not repeat. Some kinds of business must from their very 
nature be conducted more or less as monopolies; it would | 
be impossible to maintain in them free competition. Most 
of the so-called “natural” monopolies are the public serv- 
ice utilities—railroads, telegraph, telephone, electric light 
service, etc. Such businesses can hardly be conducted on 
a free competitive basis, though, of course, they all are 
subjected to limited competition. Electric light competes 
with gas light; the telegram competes with the telephone 
message; the Baltimore and Ohio Railroad competes over 
some portion of its lines, mainly at the great terminals, 
with the Pennsylvania. 

But the distinction between these cases and general in- 
dustry is clear. The amount of capital required to build, 
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equip and operate a railroad, for instance, is enormous. 
One hundred miles ef railroad requires about $6,000,000, 
and it would be a very small railroad. But with six 
million dollars of capital you can start a large concern in 
any one of a hundred lines of business. The competition 
in railroad building is, therefore, subject to a natural 
limitation. If there were only one railroad between New 
York and Boston, between Boston and Albany, or be- 
tween Albany and New York, capital might be found to 
build a second even though freight handling facilities 
between the terminals could be more cheaply secured by 
increasing the facilities of the road already in operation. 
But with two railroads running between two of these 
points capital could not be raised to build a third. 
Further, the source from which a railroad draws its in- 
come is limited in space and, at any given moment, a 
railroad is limited in the number of persons to whom it 
can sell its product—transportation. Government regu- 
lation has further limited its opportunity of making a 
profit, though not of incurring a loss. Only by the en- 
joyment of partial monopoly can railroads overcome such 
limitations and exist under private ownership and oper- 
ation. 

What is true of railroads is true, in a greater or less 
degree, of all the natural monopolies. The conditions 
of their capitalization are similar; and where government 
regulation has not yet stepped in to fix rates, the threat 
of such action is always present. 

When we come to general business, we can have 
scarcely two opinions as to the consequences to be ex- 
pected from unregulated monopoly. They certainly in- 
clude high prices for inferior goods or service, and 
might well include a totally inadequate supply. Un- 
regulated monopoly, however, is not the problem facing 
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us. What we need to determine is, on the one hand, the 
extent to which big business can become monopolistic un- 
der our present system; and, on the other hand, what 
measure of regulation by the government is needed to 
prevent the development of business which is merely big 
into business which is also bad. 

We must not fall under the spell of mere words. 
“Monopoly,” like “trust,” as applied to large aggrega- 
tions of industrial capital has an evil sound. Many of 
the’ very revelations from which these words derive their 
sinister significance for us were made in the course of 
government investigations and of the government suits 
instituted for the purpose of stamping out the evils. The 
evidence in these cases, however, showed much more 
than the existence of grave abuses. It showed that big 
business is one of our greatest and most complicated 
problems, with many aspects that are good as well as 
those that are bad; that it vitally affects every element 
in the community, and that upon its proper conduct de- 
pends the welfare of the producer, of the wage-earner, 
and of the consumer. But the evidence showed also that 
large-scale production using large aggregations of cap- 
ital, is one of the inevitable phases of industrial evolution 
and of human progress; that such production, with its 
concomitant unified distribution is, in short, the genius 
of modern industry, and is recognized as such by all the 
great nations of the world. 

Too much emphasis cannot be laid on the fact that 
large-scale operation renders possible many economies in 
production and distribution, that it aids the utilization 
of by-products, promotes steadier employment and higher 
wages for labor, gives protection against industrial ac- 
cidents, and furthers international trade. It also en- 
ables capitalists to find profitable investments in the de- 
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velopment of industries which would not pay on a small 
scale; employment for labor which otherwise would be 
idle is thus provided. . 
The results of the suits and investigations showed 
also that the Federal Anti-Trust Law can, when invoked 
by the Government, prevent monopolistic prices, break 
up evil monopolies, or stop some of their bad practices. 
But we must go further. A law which does no more 
than forbid a business firm to rob the public and then 
inflicts a punishment for violation of this rule, is in no 
sense constructive. Prohibition and punishment alone 
will not evolve a helpful policy. We cannot regulate 
business effectively by laying down an elaborate set of 
rigid rules and then applying them by the tedious and 
controversial processes of litigation. In matters of com- 
mercial practice the law can never foresee and provide 
in advance for every contingency. If our rules are 
-broad, litigation will find an endless employment in their 
interpretation, and not even the main points at issue can 
be covered. We cannot embody in law a general prin- 
ciple that competition shall be unrestricted, for it can 
easily be shown that unrestricted competition, by crush- 
ing out the weak competitors, tends toward injurious 
monopoly; nor can we adopt a general principle that 
there shall be a fixed maximum of capital for a single 
enterprise, for it can as easily be shown that, other things 
being equal, two firms capitalized at the maximum will 
be less likely to give cheap and efficient service than one 
firm capitalized at twice the maximum. The general 
principle that the rate of interest on business investments 
shall be limited, as they are now limited in the cases of 
railroads, is equally out of the question; for again it can 
easily be shown that American capital will seek invest- 
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ment in countries where such restrictions are not in 
force. . eae 

Legislation can create a Federal Business Commission, 
whose decisions would be subject to a single appeal to 
a court of equity having the power to reject them or to 
give them the force of law. A Commission of this kind 
would have to decide, upon facts submitted to it, whether 
in a given instance competition was or was not preju- 
dicial to the public interest; whether a certain business 
was or was not employing monopolistic methods to the 
detriment of the consumer; whether a certain selling 
price was or was not in the nature of profiteering; 
whether a certain capitalization represented a fair meas- 
ure of value or an unfair profit to promoters; and so on. 

Such a Commission, composed chiefly of business men 
of wide experience, having authority to call expert wit- 
nesses, and operating under rules forbidding the busi- 
ness interests coming before them to be represented by 
legal counsel, could investigate and determine matters of 
this kind with despatch and efficiency. The success of 
the plan would, of course, depend upon the character 
and talents of the Commissioners, and it is worth con- 
sidering whether the appointment of members might not 
advantageously be divided among several authorities— 
some might be at the disposal of the President, some 
might represent the United States Chamber of Com- 
merce, some might stand for labor. Whatever the sys- 
tem of appointment, it should be entirely free from any 
partisan element; and the dignity and authority of the 
Commission should be such as to make service on it as 
clearly a proper object of ambition for a business man 
as a seat on the bench of the United States Supreme 
Court is to a lawyer. 


Some of the functions which have been suggested for 
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a Federal Business Commission are by law entrusted to 
the existing Federal Trade Commission.* But the pow- 
ers of that Commission are inadequate to permit it to 
fill the role of a business arbiter in the sense here de- 
scribed. A new basic law, founded on a broader con- 
ception and allowing adequate appointments, is needed 
to secure for such a Commission the type of men who 
could give its decisions the dignity and respect in the 
business world which would make them an effective con- 
trolling force. 

The creation of such a Commission might well be made 
the occasion of passing a Federal Incorporation Act as 
a further means of aiding a wholesome regulation of 
big business. When Federal incorporation was first 
suggested it was generally opposed by many of the great 
business and industrial corporations. But, as in the 
case of the Federal Reserve Act, further consideration 
convinced most of the objectors that the disadvantages 
feared were largely imaginary, while the advantages were 
certain and obvious. Big business fears nothing more 
than it fears uncertainty as to the conditions under which 
it may operate; and of all forms of uncertainty none is 
more paralyzing than that which is set up by a vague 
threat of government interference in a manner which is 
itself vague. Uncertainty breeds other disturbing con- 


* NoteE:—The powers of the Federal Trade Commission are as 
follows: 
(1) To effect the readjustment of business and to prescribe ap- 
propriate decrees in equity suits. ‘ 
(2) To require reports and classify corporations. 
(3) To investigate. _ it 
(4) To prevent unfair competition, fea 
In addition, by the terms of the Clayton Act, the Commission 
possesses : : ine eo abee ; ab bids 
(5) Power to prevent price discrimination, exclusive and “tying’ 
arrangements, holding corporations, and interlocking di- 
rectorates, ; 
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ditions, as, for instance, the activities of the muck-raker, 
whose malevolence finds its greatest opportunity where 
an indefinite law affords room for violent but indefinite 
charges of illegal action. 

A Federal Incorporation Act, wisely drafted in con- 
ference between legislators and business men, would go 
far toward clearing up this situation. It could lay down 
definite rules as to capitalization, methods of accounting, 
officially certified publicity in regard to the conduct and 
earnings of corporations, and the submission of contro- 
versial matters to a Federal Business Commission, Un- — 
der such a law, corporations could operate with a clear 
knowledge of the nature and extent of the regulations to 
which they were subject; and they would be relieved of 
the serious expense and inconvenience now forced upon 
them by the great variety of State laws affecting their 
operations. Not all business, nor even all big business, 
should be obliged to incorporate under the Federal Law; 
but certain types of business would obviously fall under 
such compulsion. In this category should be placed all 
public and quasi-public corporations of more than merely 
local interest, all corporations which are the beneficiaries 
of a protective tariff, and all corporations which in the 
conduct of their operations are exhausting the natural 
resources of the country. So far as any other class of 
business is concerned, federal incorporation should be 
voluntary; but the law should be so framed as to make 
it attractive to the great majority of industrial com- 
binations. 

The protection of the investing public would obviously 
be one of the most important benefits of federal incor- 
poration. Conversely, the publicity connected with en- 
terprises conducted under the terms of such an act would 
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be of undoubted advantage to the corporations them- 
selves, in that they could obtain cheaper capital from 
the investing public for industrial development, having 
already inspired confidence among investors. 


XIII 
THE TARIFF 


THE significant part which the tariff has played in 
our national economic development and in our political 
history amply justifies careful consideration of the prin- 
ciples, involved in this subject. There is every reason 
to believe that the tariff will continue to be a weighty 
factor, both in politics and in our domestic and foreign 
trade. It will continue to be a prolific source of reve- 
nue. It will be the means by which we shall hold our 
bargaining power in the markets of the world. An im- 
portant purpose will be to prevent the dumping on our 
home market of goods which are adapted to production 
in this country, but which, for the present at least, can 
be produced more cheaply in foreign countries. 

It is most unfortunate that legislation dealing with the 
tariff, the trusts, and other economic subjects vital to 
the welfare of the nation should be settled by politicians, 
rather than by business men in business conference. An 
earnest effort should be made to convince the American 
people that the tariff is primarily an economic, not a po- 
litical, issue and that it should not be a matter of party 
controversy. 

Three tariff systems are commonly recognized : * 

1. The single tariff—Under this system only one 

* Parts of this chapter have been taken from Vol. XXIV of the 


Modern Business Course and Service of the Alexander Hamilton 
Institute. 
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schedule of duties is imposed, no discriminations being 
made among countries. This system is rare. Neverthe- 
less, the United States, with a great variety of duties, 
many of them at very high rates, retained such a system 
until 1909. Under this system the executive depart- 
ment of the National Government is deprived of the 
power of bargaining with other countries through the 
making of special commercial treaties, designed to secure 
advantages. For this reason most of the great com- 
mercial nations have preferred one of the systems men- 
tioned below. 

2. The general and conventional system.—Through 
the application of a “most favored nation” clause, lower 
rates than those agreed upon in general schedules are 
given to certain countries. The other countries pay the 
rates named in the general schedule. This system was 
applied by Germany from the year 1891 until the out- 
break of the World War. 

3. The maximum and minimum system.—This con- 
sists of two schedules similar to the one just named. The 
maximum corresponds to the general tariff; the mini- 
mum to the conventional tariff. The minimum schedule 
is composed of a fixed list of rates of duties determined 
by law, not by the treaty making power. In negotia- 
tions with other countries, the executive making a com- 
mercial treaty may not go below this minimum schedule, 
but may apply this schedule to countries entitled to “most 
favored nation” treatment. This system was adopted 
by France in 1892 with some modifications, and from 
1909 to 1913 by the United States. 

There are three kinds of duties: 

1. Ad valorem duties——When duties are levied at a 
fixed percentage of the value of the goods imported, 
these duties are known as ad valorem. This system re- 
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quired collectors of revenue of tested honesty and ability 
and importers of high integrity. Under this system the 
temptation to undervaluation is very great and export- 
ers in foreign countries will frequently aid their cus- 
tomers by underbilling their goods. In consequence, the 
inspectors and appraisers in the importing country must 
be highly trained men, constantly informed regarding 
foreign markets and importers. This system also re- 
quires a large body of trained detectives to prevent smug- 
gling, a most undesirable and in many cases unsuccess- 
ful plan. 

2. Specific duties—The specific duties are generally 
used in Europe and Asia. They are little used in the 
United States except in combination with the ad valorem 
‘duties. These duties are based on units of measure- 
ment, number or weight, as, for example, a certain fixed 
amount in dollars or cents per yard or gross or pound. 
The tariff under this system is extremely complicated, 
but when once framed is simple to enforce by the col- 
lectors. 

3. Compound duties—The third system much in use 
in the United States until the passage of the Underwood 
Tariff Act in 1913, consists in the main of a specific 
duty, to which is added a supplementary ad valorem duty. 
By this method it is sought to combine the advantages 
of both the ad valorem and specific duties. In many 
cases the real amount of duty levied is disguised. In 
some instances discretion is left to the collector to apply 
’ either the specific or the ad valorem rate; and he applies 
whichever will yield the larger amount of revenue. To 
the collection of the compound duties is added the diffi- 
culties of both the ad valorem and specific duties, so 
that the working of the system is more cumbersome and 
costly than that of either of the other systems. 
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A bounty has been defined as a premium paid by a 
government to encourage some branch of production or 
industry. The best known example in the United States 
is the beet sugar bounty established under the McKinley 
Tariff Act of 1890. Usually, in order that the bounty 
may be effective, it must be accompanied by an import 
duty to insure its working in case of large fluctuations in 
' prices. Whereas a protective tariff tends to increase the 
price both of goods imported and goods produced at 
home (in the latter case during the development of im- 
portant industries), the bounty affects only the goods 
produced at home and must be paid out of the general 
revenues. The bounties, therefore, do not affect the 
selling price of the goods and are a direct burden upon the 
taxpayers. 

The protective system seems to have had its origin in 
Europe in the sixteenth century. It developed from the 
so-called Mercantilistic theory under which a country was 
considered to benefit primarily by possessing and keep- 
ing within the country a large amount of the precious 
metals. To secure a supply of gold and silver by trade, 
efforts were made to stimulate exports of goods and to 
check imports, thus securing gold and silver in payment 
of trade balances. Inasmuch as manufactured goods 
would bring higher prices than raw materials, the sys- 
tem also led to the development of manufacturing in- 
dustries on a large scale. Furthermore, it enabled 
a greatly ‘increased population to live in the same 
territory. In order to promote this general policy, the 
Mercantilists deemed protective duties desirable, as well 
as bounties and other artificial means to aid the develop- 
ment of manufacture and trade. 

Although economists have generally been inclined to 
the belief that the importation or exportation of gold and 
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silver in the settlement of trade balances should be left 
unhampered to the normal action of business, they have 
often underestimated the special importance of the stand- 
ard monetary metals as an element conducive to the best 
welfare of a country. Both the stability of a country’s 
currency and its credit at home and abroad, are mate- 
rially affected by the quantity of the precious metals in 
the country, as well as by the sentiments of the business 
men themselves. Generally speaking, except in times of 
war or great national crises, the ordinary course of trade, 
without either governmental action or special efforts on 
the part of the business interests, provides a sufficient 
supply of precious metals. But in times of emergency 
business men, and especially the great international bank- 
ers, find it necessary to take special action to secure or 
maintain a sufficient supply for business needs. In Great 
Britain, France and other European countries imports 
of precious metals are regulated by an arbitrary raising 
or lowering of the discount rates of the central bank. 
In the United States possibly the best illustration of 
a political use to be made of the protective tariff is found 
in the recommendations of Alexander Hamilton, the orig- 
inator of our protective tariff system. While Hamilton 
did not accept fully the doctrine of the Mercantilists as 
it applied to money, in his Report on Manufactures pre- 
sented to Congress in 1791, he noted the difficulty that 
an industry has in meeting competition from abroad. 
He definitely recommended the grant of bounties, free 
admission of raw materials, and general protection to 
manufacturers within the country through a protective 
tariff. His main reason, however, for this recommenda- 
tion was the political policy of strengthening the cen- 
tral government, by bringing to its support the great 
business interests. In common with Washington he con- 
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sidered it of supreme importance that the Federal gov- 
ernment be firmly established. Very many of the im- 
portant statesmen of the day were reluctant to yield any- 
thing of the sovereignty of the separate states to the cen- 
tral government. Hamilton knew that in order to se- 
cure proper respect abroad and to establish the new Fed- 
eral government on a sound foundation for future 
growth, it was necessary to win the intelligent business 
interests. 

With the single exception of the slavery question, the 
tariff, more than any other issue, has tended to divide 
the country on sectional lines. The reason is clearly 
economic. Until after the Civil War, the Southern 
States were almost entirely agricultural, producing prin- 
cipally cotton for export or for shipment to the North. 
Since there was practically no importation of cotton or 
of other goods competing with cotton, the South needed 
no protection. Inasmuch as any tariff would tend to 
increase prices of the articles which the people of the 
South consumed without raising the price of the goods 
which they produced, they were free traders. In the 
North, on the other hand, manufactures were rapidly 
developing, including the manufacture of cotton, and 
these manufactured goods were subject to competition 
from Europe. The new industries, therefore, had to 
overcome the problem.of building up their business with 
small capital in the face of vigorous competition. Hence 
the North desired protection. Ever since mining and 
cotton and other manufactures have developed in the 
South, the sentiment of the South has rapidly changed, 
and at the present time we find many protectionists 
among southern manufacturers. 

The division of opinion regarding the protective tariff 
is not one between agriculture and manufacture, as is 
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often assumed. Opinion divides on the question of du- 
ties on articles not subject to competition from abroad 
and on those which are subject to competition. The 
farmers demand protection where they must meet com- 
petition. The Corn Laws in Great Britain were not abol- 
ished by the will of the farmers, but against the farmers’ 
wish by the influence of the great manufacturers in Man- 
chester, Birmingham and Leeds. It should be remem- 
bered that Cobden and Bright, with all their patriotic 
eloquence, were cotton manufacturers representing manu- 
facturing districts. In Germany also, the farmers have 
been protected against the competition of America by 
protective duties, and the impelling motive for German 
agitation against the importation of pork from America 
was economic protection as well as defense against 
trichine. 

Political principles are often born of economic advan- 
tage. The sincerity of the patriotism of those who ad- 
vocate measures which tend to their business advantage, 
is not questioned in the least; but human intelligence is 
limited. The range of most men’s experience and po- 
litical vision is narrow, and a man naturally sees his 
own interests more clearly than those of his neighbor. 
It is but natural for him to assume that what benefits 
him will benefit the community at large. On the other 
hand, it is perhaps only those with intimate direct in- 
terest in such laws as the tariff who see their far-reaching 
indirect influence. Not only are the manufacturers di- 
rectly benefited, but through the diversification of com- 
plementary industries large numbers of workingmen and 
their families, and other classes in the community, such 
as physicians, lawyers, teachers, preachers, are helped. 
No system is all right or all wrong; there is a middle 
course. It will suffice to present a few fundamental 
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principles generally accepted by impartial authorities who 
have no interest in partisan controversy. 

In any consideration of the tariff it is well to divide 
the goods produced in any country into three classes: 

(a) Goods produced to better advantage in the home 
country than in any foreign country. Such goods, it: 
is evident, need no tariff for protection, nor would a duty 
levied upon them yield a revenue of importance. Only 
when some foreign territory is so situated that it cannot 
find another market for such goods will they be sent into 
this country, and such cases are very rare. A tariff 
levied on such goods is usually purely political maneu- 
vering, offering protection when none is needed. 

(b) Goods produced in the home country only under 
conditions permanently unprofitable. As yet it has not 
been found practicable to produce commercially tea, 
coffee, cinchona bark or rubber in this country. A duty 
levied on such goods, therefore, would have practically 
no influence toward building up an industry. It would 
be a duty that would yield a large revenue provided 
the articles such as those mentioned were practical neces- 
sities. Goods of this type make the best basis for a reve- 
nue tariff. 

(c) Goods adapted to production in this country but 
also produced as cheaply, or possibly more cheaply for 
a time at least, in foreign countries. Import duties lev- 
ied on goods of this type will produce a revenue unless 
the rate is so high as to prevent importations entirely, 
and these duties will also furnish protection to the in- 
dustries established here, inasmuch as they tend strongly 
to check importations and thereby lessen competition. 

All discussions of the tariff center upon this third 
class of industries. Most of the main arguments on both 
sides have a certain degree of validity. The policy to 
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be adopted by any country is not simply for or against 
protection. It is multiform, the validity of the argu- 
ments varying with every schedule, and with almost every 
article considered. No two different articles are pro- 
duced under exactly the same competitive conditions. To 
attain the ideal system, therefore, each article would need 
separate treatment. As a matter of practical legislation, 
however, only an approximation to the ideal can at the 
best be secured, and schedules must be constructed for 
great groups of articles more or less similarly condi- 
tioned. 

In the early days of manufacture in this country a 
favorite phrase was that infant industries should be pro- 
tected. At the establishment of an industry there are 
large expenses for obtaining capital, a training of the 
labor force, securing of a market, building up of good- 
will, and other difficulties. Men argued that an indus- 
try should receive support by checking foreign compe- 
tition for a time, and that when the infant grew up the 
protective hand might be removed. The opponents, of 
course, called attention to the fact that the protected in- 
dustries were never ready to surrender the tariff. This 
is an abuse of the tariff system which a wise Tariff Com- 
mission would remember. 

How high should such a tariff be? How long should 
it be continued? In what way should it be removed? 
Clearly, the same rate does not apply in all industries. 
If the rate is not high enough to overcome the advan- 
tages of the foreign competitor, the principles of pro- 
tection are not at work. But a tariff high enough to di- 
vert capital from investment in old established industries 
into others new and untried must insure good profits from 
the beginning. Under these circumstances it is certain 
that some establishments will be built in the most advan- 
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tageous places; others will be set up where conditions 
are less favorable and sometimes they will have less 
skilled management. Even after the initial troubles have 
been overcome, there will still be establishments with 
little or no profit, even though those best situated are 
reaping high returns. The demand for the lowering of 
the tariff, therefore, is bound to be vigorously opposed 
and the argument that its removal will close factories, 
throw men out of employment and cause suffering, is 
perfectly reasonable. Doubtless the difficulties of estab- 
lishing a new industry are such that a country might 
well pay higher prices for a time in order, later, to se- 
cure the benefit of a self-sustaining industry which would 
need no further help. Cities often gladly pay a bonus 
to secure a new industry. But, with our system of pass- 
ing tariff laws, it is often hard to withdraw the aid. 
Here lies the need for a Tariff Commission. 

An important reason for the continuance of a pro- 
tective tariff is the necessity of maintaining the indus- 
tries which have secured a footing in this country behind 
the barrier of the great war, which has, in fact, been the 
equivalent of a high protective tariff. The first report 
of the United States Tariff Commission admirably 
analyzes the effect of the war upon the chemical in- 
dustries. 

“The European War has caused revolutionary changes 
in the chemical industries: Nearly all branches of chem- 
ical manufacture which at the beginning of the war were 
already well established in the United States, including 
such staple industries as the manufacture of soda ash, 
caustic soda ash, and bleaching powder, have greatly 
expanded. Many articles not made at all before the war, 
or made only on a small scale, are now being produced 
in substantial amounts, The manufacture of dyes, 


184 GREAT AMERICAN ISSUES 


medicinals, and other products obtained from coal tar 
has had a great development in the United States as well 
as in England, France and Japan. The most striking 
advances have been made in the production of explosives 
and all related commodities, such as sulphuric, nitric, and 
picric acids, benzol, toluol, and acetone. The potash in- 
dustry has considerably expanded. Marked advances 
have been made with projects for the fixation of atmos- 
pheric nitrogen; all these will be of great importance from 
a military point of view as well as for agriculture. 
“The industry as a whole, and especially those branches 
of it which have been most stimulated by the war, will 
have to face new conditions long after the conclusion of 
peace. In some branches there will be surplus capacity and 
the probability of sharp international competition. The 
military problem will necessarily be considered from new 
points of view, and military and political considerations, 
as well as those of a strictly economic sort, will have to 
be borne in mind in any legislative readjustment.” _ 
These and other industries established as a result of 
war-time conditions have not yet become stabilized and 
are not ready to meet unrestricted foreign competition. 
The labor force necessary to man them has not yet been 
trained, the foreign markets have not yet been secured, 
capital has not turned to them in sufficient quantity to in- 
sure their enlargement to effectiveness. These circum- 
stances are such that the country can well afford to pay 
higher prices for a time to secure the later advantages of 
an industry which has been developed to a point at which it 
needs no further aid. The heavy duties on silk imposed 
during the Civil War (1864), and increased in 1897, cre- 
ated the silk industry in this country. The industry is 
now on an efficient basis, and, with growing competition 
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behind the protective barrier, is destined to still greater 
efficiency and expansion. 

Not only is it essential to retain and build up the im- 
portant new enterprises started here during the war, but 
the country must also be on its guard against the dumping 
of the large stocks which some foreign countries have 
accumulated in the past years. With these cheap sur- 
plus stocks they will attempt to break down certain of 
our new industries and, to regain the markets by un- 
loading these surplus holdings at prices below our ex- 
penses of production. This has heretofore been the pol- 
icy of certain countries while the Tariff Commission’s 
report for the last fiscal year (1919) establishes the fact 
of the continuance of this practice since the war. Ad- 
ditional legislation is recommended by the Commission 
_ to prevent it. 

One of the outstanding purposes of a protective tariff 
is to enable us to bargain advantageously with other na- 
tions. They need certain commodities; we need others. 
For example, we should be willing to lower our tariff 
rate against the hides of the Argentine in exchange for 
a lowering of the tariffs of that country against our agri- 
cultural machinery, our automobiles, our typewriters, and 
other commodities wanted there. 

So far as our home market is concerned, it must be 
clear to every one that we shall need more than ever the 
protection of a high tariff. The European nations will 
not only be under the greatest pressure to increase their 
industrial output by every means in their power, in 
order to escape bankruptcy and to find means to carry 
out the gigantic task of reconstruction, but they will have 
to secure this increased production at the lowest pos- 
sible cost. We shall, therefore, be confronted not only 
with a vastly increased volume of foreign goods seeking 
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entry into our incomparable market, but the prices of 
these goods as offered to us will be the lowest possible. 
The threat to our industries and the possible indirect 
effect upon wages through immense importation under 
a low revenue tariff will be greater than it has ever been. 
On the other hand, our efforts to secure a market for our 
surplus products will be hampered by similar considera- 
tions; and in the overcoming of these difficulties a high 
protective tariff will place in our hands the most effective 
means of bargaining. We should, therefore, have a high 
autonomous tariff, that is to say, a tariff drawn up to 
serve in the best way the protection of our own business 
interests. Other nations will set up tariffs according to 
their own needs. It will then become a question’ of one 
nation making tariff concessions to. another, based upon 
mutual advantage. 

The Tariff Commission, after an exhaustive review of 
the subject of reciprocity, commercial treaties, and bar- 
gaining tariffs, emphasizes this use of tariffs as a means 
of preventing discriminations to the disadvantage of 
American citizens and their products in foreign mar- 
kets. It recommends that “the United States should ask 
no special favors and should grant no special favors,” 
but should use its powers to prevent discriminations 
against’ it. Wide discretionary powers should be given 
to the executive in the fixing and enforcement of penal- 
ties under such tariff laws as may be enacted with a view 
to securing the best advantages for our foreign trade. 

The war has emphasized the necessity of the economic 
independence of nations—the need to feed and clothe their 
citizens and soldiery and to meet all the emergencies of 
war. “‘Self-sufficiency” must be the watchword of the 
future. The ability of a nation to be self-sustaining de- 
pends upon a wide diversification of its manufactures 
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and the fullest development of its agricultural heritage. 
Necessary foods must be produced and sold within our 
own borders. There is need to encourage diversified and 
intensive cultivation. The time is now come when our 
available land has been taken up. Apparently, we should 
look forward to the day when we shall cease to export 
foodstuffs, and when, furthermore, the possibility 
of importing fgod from other countries will grow less. 
To illustrate: One can readily foresee the day when 
England may find it difficult to import food. Her popu- 
lation is growing and the pressure upon outside food 
supplies is becoming greater. In preparation for a like 
day in this country, we must begin a conserving culti- 
vation and vary our crops in order to supply all our 
needs independently of other countries. The same is 
true of our manufactures. Diversity in this respect is 
readily procurable if we build up by protection those 
that are faced with the competition of foreign manufac- 
tures. Shortly before the war the Government took 
stock of its industries to see how best to produce muni- 
tions. Besides munitions, there are such basic industries 
as rubber manufactures which should be encouraged and 
a supply of raw materials obtained. Other industries 
are equally important. 

Who bears the burden of the tariff? Some extremists 
have asserted that the tariff is a tax which the consumer 
pays. This is true for goods not produced in this coun- 
try; the tariff tax is added to the regular price. This 
assertion is generally untrue to the full extent in other 
cases. Extremists, on the other side, hold that the tariff 
is a premium paid by the foreign producer for the priv- 
ilege of selling in this country. This has been true in 
many cases where the foreigner had to enter this mar- 
ket, either to dispose of a surplus stock or to avail him- 
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self of the one possible market. Some years ago, before 
the Canadian railways were built, the producer of wheat 
in Manitoba had to market his crop in this country. 
Therefore, wheat, with the tariff at 25 cents a bushel, 
sold at 25 cents less on the Manitoba side of the boundary 
than in Minnesota. Thus the foreigner paid all the 
duty. 

Certain other classes of goods, such as woolens, are 
manufactured here in part; in part they are imported. 
Here the foreign producer, in order to force his way 
into our market against our competition, has usually to 
lower his price somewhat, although generally not to the 
full amount of the tariff. The burden is thus borne in 
part by him, in part by the American consumer. How 
the burden is divided depends upon the relative demand 
and supply. If, for any reason, our supply is short so 
that we must have the goods to meet our needs, the Amer- 
ican consumer will pay most if not all of the tax. If, 
on the other hand, our market is fairly well supplied by 
the home producer and the foreign producer has a sur- 
plus, he must cut his prices in order to get into our mar- 
kets. He will then be carrying most or all of the duty. 
The changing conditions of the market shift the burden, 
but it is fair to say that, speaking generally, the con- 
sumer bears a considerable part of it. 

Other industries are supposed to have in themselves 
a cultural or educational value aside from advantage in 
times of conflict. It is, however, always a question in 
such cases whether a country gains more by excluding 
foreign competition and attempting to supply itself, or 
by removing the obstacles to the influx of foreign ideas 
and getting thus some of the benefit of foreign training. 

Our artists and lovers of art smile disdainfully at a 
tariff on pictures, and our highest protectionists have not 
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ventured to limit the importation of ancient or medieval 
‘art. But even those who would admit free art and 
artists, including operatic stars (for they are exempt 
from the provisions of our contract labor law), would 
often argue against the free admission of even the most 
artistic modern furniture or porcelain. And yet the 
products of highly skilled artisanship may not only stir 
to emulation but even stimulate invention in those who 
are brought closely in contact with such work; and it . 
might then develop a class of competent and adaptable 
workmen whose productivity would be much increased. 
Diversified industries not only satisfy a wider range of 
human needs, but by furnishing an opportunity of em- 
ployment to all kinds of talents doubtless increase pro- 
ductivity far beyond what is possible among people prac- 
tically all of whom are engaged in like lines of activity. 

A protective tariff is really essential for the rapid bring- 
ing up of any important suitable industry, since capital 
must be temporarily diverted from enterprises normally 
yielding higher profits into some that would be making 
lower profits or none at all if the duty were not levied. 
But the industry should be well adapted to the country 
and should have only to overcome the usual difficulties 
incident to fresh undertakings; the tariff should be sci- 
entifically levied and in due time retnoved; a new in- 
dustry will then have been established that raises the total 
productivity of the country. 

The wages which can be paid in any industry are di- 
rectly dependent on the economic productivity of that in- 
dustry. If it is run with low profits, wages must be 
relatively low in cost however high in money rates. If © 
the gains are high, wages may well be raised. In ac- 
cordance with the principles of a protective tariff, it is 
clear that so long as a protective tariff is really needed 
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to prevent the failing of an industry, that industry is not 
raising the total economic product of the country. This 
is not to say that the protective tariff may not be jus- 
tified. The industry may be new and this condition 
merely temporary. The industry may be needed for the 
country’s defense, or for its education, or other good — 
reasons may be found for its maintenance. But, so long 
as the tariff is really needed for the industry's mainte- 
nance, it does not for the time being increase the country’s 
total economic product. 

Again, an increase in the price of one product, such - 
as will be caused temporarily at least by a protective 
tariff, increases the cost of living of all persons in the 
community who consume that product. Taking industry 
as a whole and wage-earners as a whole, it is not pos-. 
sible for the reason just given that a protective tariff 
on several articles can raise the general level of real wages 
(that is, the goods purchased with the money wages) 
so long as the tariff is needed to maintain the production 
of those articles. It is true that a tariff may enable the 
economic product of any one industry to be decidedly 
increased and the money wages or even the real wages 
in that industry may be increased; but it is evident that 
the general level of all real wages cannot be thus in- | 
creased during that short period of necessity. But we 
must not forget that in the case of any industry where 
the tariff is wisely levied—unless it be for defense or 
education—such a condition is only temporary and that, 
as soon as the industry is established, the price for its 
output will fall to the level of those abroad or below 
them. At the same time all the indirect beneficial in- 
fluences on other industries will be retained because of 
the increased demands for goods caused by the increased 
density of population, 
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The chief causes for high wages in the United States 
have been: (a) The influence of our free land in earlier 
times on agricultural development. The independent liv- 
ing derived from agriculture at that time set a standard 
for wages in other industries. Of even greater influence 
were our almost unlimited natural resources of iron, coal, 
timber, and other products which formed the natural 
basis for our great industrial development. 

(b) In certain industries American labor is excep- 
tionally efficient, especially due to the intelligent use of 
machinery and the standardization of the products. 
High wages do not necessarily mean high cost of pro- 
duction; frequently they mean the opposite. We can, 
therefore, compete against foreign labor in many in- 
stances in the production and exportation not only of 
grain and meats but also of agricultural implements, 
boots and shoes, typewriters, sewing machines, and many 
other products. The determining factor in the high aver- 
age of wages paid in the United States is not the tariff, 
but abundant raw material, cheap land and the produc- 
tivity of labor. Nevertheless, the tariff is the reason for 
high wages in a large number of separate industries, and 
a sudden change in the tariff would certainly throw thou- 
sands out of employment and bring about widespread 
disaster. 

The contrast between conditions of labor in Europe 
and America is well set forth by Mr. Samuel Gompers, 
who may be: quoted as a highly competent authority. 
“What strikes the American,’ he says, “is how little 
' the European renting wage-earner gets for his money. 
Very seldom, indeed, has he a bit of garden; he takes a 
poor water service for granted; his rooms are fewer and 
smaller than is ordinarily the case of an American house. 
The rent payer is usually a rent payer for life. No in- 
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stitution of the proportion of the American building and 
loan associations exists in any European country. . . . 
The European working classes neither hire servants nor 
buy articles of luxury except in rare cases. The struggle 
for a barely decent living is ever before them. . . . Men- 
tally contemplating the many cities I visited, and having 
in. mind the conversations I had with workingmen who 
had lived both in Europe and America, I believe I may 
assert that whether the cost of living in Europe or Amer- 
ica is greater, the workingman depends entirely on the 
standard of living he adopts while in America. If he 
voluntarily lives the life of self-denial in this country 
that he compulsorily lives in the native land, his outlay 
of money will remain about the same. Even then he will — 
hardly be able to escape gaining something from the su- 
perior supply of the good things of life in America... . 
Living is cheap to the wage worker in Europe only be- 
cause he does without what in America soon becomes a 
necessity to him—food in good quantity and quality, pre- 
sentable clothes among his aspiring fellow workmen and 
their families, and a comfortably furnished home in quar- 
ters responding to his awakened desires for equality with 
the American neighbors, and in general a larger and 
freer life.”’ 

Possibly the greatest advantage of a protective tariff 
in a country like the United States, as Dean John R. 
Turner of New York University has so admirably pointed 
out, lies in the fact that its primary benefit redounds to the 
most thrifty element of the population. Vigorously as 
they are denounced by agitators for their faults—and they 
of course, being human like the rest of us, have many 
faults—the so-called “enterprising class,” or entrepre- 
neurs, those who undertake new enterprises and bear the 
risks of business management, are considered by econ- 
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omists and the best observers of social conditions to be 
more thrifty as a class than are the professional or agri- 
cultural or laboring classes. It is these enterprising man- 
agers of business who play the chief rdle in building up 
new capital in the country, and justly as we may at times 
criticize the acts of certain capitalists, it is upon the 
growth of new capital that real economic progress, includ- 
ing primarily, of course, that of the wage-earners,. is 
founded. Let us note, too, as a general fact with many 
individual exceptions, that it is the most successful busi- 
ness manager whose establishment pays the highest divi- 
dends which are mostly reinvested in productive business, 
thus building capital, who pays the highest wages and 
gives his workmen the best working conditions with the 
most continuous employment. 

Now a protective tariff in the first instance favors this 
class of enterprisers. The other less thrifty classes for a 
time pay somewhat higher prices for their goods than | 
might otherwise be necessary and a portion of these higher 
prices are passed back in the form of profits to the man- 
agers of the enterprise who, as said, usually reinvest most 
of it in the plant or in other supplementary establishments. 
In other words, the tariff thus becomes a primary agency 
in the creation of new capital. 

The tariff thus is an element in the distribution of in- 
comes which causes the expenditures of the less thrifty 
to take the form of new capital in the hands of the more 
enterprising element of the population. In the end, this 
benefit of thrift and industrial enterprise spreads through- 
out all classes, for increased wages and lower prices and 
added power to pay for professional services must all come 
finally from an increased production of goods or a lower 
cost of production or both; and these improvements 
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usually, practically always, come under the direction and 
in the establishments of these industrial leaders. 

Bearing in mind the sound principles of economics and 
government, it seems clear that under present conditions 
material changes should be promptly made in this tariff: 
To protect and preserve the new industries which were 
developed during the Great War and which are neces- 
sary if we are to be reasonably self-sufficient in case of . 
future war or national stress of any kind; to prevent the 
serious derangement of our industries and the probable 
ruin of many establishments through the dumping of 
European goods on our markets at abnormally low rates; 
and to maintain the standards of living and working of 
our people which would be seriously endangered unless 
such protective measures are taken. It is evident that 
these changes in our laws can be most wisely worked 
out, as recommendations to be submitted to Congress, 
by a permanent Tariff Commission whose interests will 
be entirely non-partisan while soundly patriotic. 


XIV 
FOREIGN TRADE 


THERE is a distinct tendency on the part of some well- 
meaning enthusiasts to believe that the future happiness 
and prosperity of the nation depend upon the develop- 
ment of its foreign trade. Ina measure this is no doubt 
true; but it is easy to exaggerate the importance of for- 
eign trade. Alluring dreams of future greatness will not 
bring understanding; that can come only from looking 
the facts squarely in the face. It is one thing to recog- 
nize the importance of foreign trade and quite another 
to assume that its development should be the exclusive 
or even the chief aim of national policy. 

Our problems are not like those of Europe, Asia, 
Africa or South America. We cannot follow the ex- 
ample of any other nation. If we would succeed, we 
must lead, Our economic position is as unique as is our 
geographic position. The war has given us an unprece- 
dented handicap over every other nation of the world. 
Our foreign commerce has advanced by leaps and bounds 
until in many lines we have almost monopolized world 
trade. This advantage came to us through the tem- 
porary weakness of our competitors, not through our 
own efforts‘afone, and it is unreasonable to assume that we 
shall hold al! the markets we now control. 

Irrespective of the renewed efforts of our competitors, 
now released from the inexorable demands of war, it is 
possible for us to command all the foreign markets that 
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we require and all that we can develop in a healthy way. 
But to do this we must capitalize our inherent potentiali- 
ties. No matter what efforts our competitors may make, 
we can meet them and beat them if we will but protect 
our incomparable home market, while developing on 
sound principles those foreign markets which offer nat- 
ural and permanent outlets for our surplus. 

The ideal foreign policy for America would at once 
' give us the highest possible commercial independence and 
as far as possible make the rest of the world depend on 
us. Asa great producing nation, we should develop for- 
eign trade as part and parcel of a policy of strengthening 
home markets. And we should do this by stabilizing 
our financial mechanism, conserving our natural resources 
and raising our labor to the highest possible level of well- 
being and efficiency. These are the fundamentals of a 
permanently successful policy—a policy that will give us 
an unassailable commercial position. 

America is the only country in the world which pos- 
sesses, and has developed to the point of availability, the 
greater part of the raw materials essential to her indus- 
tries. These resources thus developed are the corner- 
stone of our great industrial structure, the basis of our 
economic independence, and they must be protected. 
There must be no internationalism in this phase of our 
economic policy! According to the Director of the Geo- 
logical Survey, the United States in 1913 contributed 
to the world’s total more than 64 per cent of its phos- 
phate; 42,per cent of sulphur; 38 per cent of coal; 37 
per cent of zinc; 35 per cent of iron; 34 per cent of lead; 
30 per cent of silver; 19 per cent of gold and 20 per cent 
of salt. We have timber in abundance, though it is rap- 
idly diminishing, and an agriculture adequate to make 
us in a great measure independent. With respect to 
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nickel, platinum and tin, there is little likelihood that 
we shall be self-sufficient. We lack potash and certain 
other minerals essential to our national economy, but 
many of them can be supplied in part at least by devel- 
opment. And, in some instances, such a policy will, 
apart from economic considerations, be justified as a 
matter of self-defense or national preparedness in case 
of the recurrence of conditions like those existing in the 
Great War. 

In the ten years beginning with 1904, the export value 
of American goods was $18,592,000,000, against an im- 
port value of $13,826,000,000, showing a surplus in our 
favor of $4,766,000,000, or approximately $500,000,000 
per annum. But from this favorable trade balance up 
to the outbreak of the Great War, between $400,000,000 
and $500,000,000 must be deducted yearly on account 
of the so-called “invisible exports’’; the interest and divi- 
dends paid by us on $5,000,000,000 of loans and securi- 
ties held by European investors; money spent by Amer- 
icans abroad; remittances made by immigrants; and 
payment by American manufacturers and merchants for 
freight shipped in foreign bottoms. 

Because of these invisible exports it was necessary 
for us to provide this favorable trade balance in goods 
to the extent of approximately $500,000,000 a year, or 
else to sell additional American securities to foreign 
investors. Payment in gold would have soon depleted 
our gold reserves. The financial condition of the United 
States at the outbreak of the war might have become 
serious had there arisen a strong demand for gold ex- 
ports. Fortunately, the effect of the war was to create 
what was tantamount to a protective tariff because of the 
restriction of exports to this country from the belliger- 
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ent nations. Thus a great national calamity, financial 
and industrial, was averted. _ 

“As a result of the war, a fundamental change in our 
foreign trade situation has occurred. In the period from 
1915 to 1919, inclusive, our favorable trade balance had 
reached the enormous sum of $15,702,000,000. This 
favorable trade balance was settled by the resale to us 
of American securities owned abroad, by the sale to pri- 
vate investors in the United States of foreign government 
and municipal obligations, by loans made by the Gov- 
ernment of the United States to foreign governments to 
the amount of $9,700,000,000 and by net gold shipments 
to us of $861,000,000. From the position of a nation 
debtor to the world to the amount of about $5,000,000,- 
ooo, we became a creditor nation to an amount of ap- 
proximately $11,000,000,000. The annual interest 
charge calculated at 5 per cent would be $550,000,000. 
Of the amount of our world credit, however, $9,700,- 
000,000 is comprised in loans by the Government of the 
United States to European nations. These debtors have 
paid no interest and are not for the present likely to be 
in a position to pay any considerable amount of this in- 
terest. It is doubtful, considering the financial position 
of some of the debtor nations, whether our government 
will ever receive all of the principal of these loans. Eu- 
rope is in desperate need for food and raw material and 
it is difficult for us to formulate a plan by which we can 
be assured of payment for these supplies; and yet a pol- 
icy of enlightened. self-interest demands that we assist 
in the rehabilitation of the finances and industries of 
Europe to insure us a re-payment of money now owed us 
by European nations, as well as provide a future mar- 
ket for some of our surplus industrial products. It 
would be a narrow and short-sighted view to regard © 
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with apprehension Europe’s future commercial competi- 
tion with our country to be brought about by our co- 
operation in her industrial rehabilitation. We must, of 
course, exercise discretion as to the amount and kind 
of products we shall receive from Europe as imports 
towards the reduction of her indebtedness to us—ever 
mindful of the transcendent importance of the preserva- 
tion of our own national industries.” * 

We have already discussed, in considering internal 
business policy, the overwhelming importance of the do- 
mestic market to our domestic producers. To guard 
that market intact and to promote production and con- 
sumption at home must be our first concern. It is clear 
that we can obtain a dominant position in the world’s 
trade only when our own house is fully in order; hence 
the need for the present study of our specifically indus- 
trial problems. It is not necessary to review here what 
we have already said about the vital necessity of uphold- 
ing the American standard of living, establishing mu- 
tually helpful relations between capital and labor, and 
protecting labor from exploitation, by wise industrial and 
immigration legislation. 

When the period of reconstruction in Europe is closed, 
America cannot depend on European markets to absorb 
her surplus products. If England permanently adopts 
and extends the principle of the protective tariff—and 
she eventually may—as a basis of preferential tariffs 
with her colonies and dependencies, America will find 
her most important foreign markets seriously affected. 
In the fiscal year ending June 30, 1914, nearly 40 per cent 
of our total exports were to the United Kingdom and 
Canada, almost equaling the entire importations into 


*From a study of our National Balance in 1919—by Vanderlip 
& Williams. 
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South America from all nations. If England establishes 
protection, Germany also will lose much of her best 
market, for in the year 1913 one-sixth of her entire ex- 
ports, a large part of which were manufactures, went 
to England, to say nothing of her very considerable ex- 
port trade with the British colonies. Since the colonies 
cannot well supply manufactured goods to replace Ger- 
man products, England’s development in these fields will 
be greatly stimulated. 

There is a tendency in this country to overestimate the 
disabilities suffered by the great commercial nations of 
the world as a result of their war losses. Let us exam- 
ine the facts. France unquestionably will require most 
of her strength and capital for some time to come to 
rebuild her devastated areas. Japan undoubtedly will 
attempt to make great strides in South and Central Amer- 
ica, and in many lines we cannot hope to compete suc- 
cessfully with her. Germany, driven from her old mar- 
kets under the British flag, will finally regain—in fact, 
already is attempting to regain—and enlarge her sphere 
in Latin America and the Far East. We shall meet her 
at every turn. Her agents will be found in every mar- 
ket and their activities will bear fruit. While England 
has paid a tremendous price to carry on the war, it has 
not all been lost to her, for her industry has been mod- 
ernized and she is now far better equipped than ever be- 
fore to compete for world trade. 

Our favorable trade balances resulting from the war, 
although they are already lessening, will undoubtedly 
continue until European countries are sufficiently re- 
habilitated to resume normal production and to export 
the pre-war amount of goods. What is a wise policy 
to pursue toward European reconstruction? Shall we 
continue to extend governmental credits to our allies? 
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Our government has already answered this question in 
the negative and, except for occasional purely humani- 
tarian assistance in cases of extreme suffering, will make 
no further loans to Europe. And wisely so, for one 
of the principal features of reconstruction is the reduc- 
tion of governmental indebtedness, domestic and for- 
eign, and we should hesitate to increase greatly the 
government obligations already owing to us on which 
interest alone amounts to $500,000,000 annually and 
necessitates an unfavorable balance of trade of equal sum 
in order to strike a balance and stabilize exchange. Gen- 
erosity to France, Italy and Belgium, until they get on 
their feet, is not only desirable on moral grounds, but 
commends itself as a far-sighted business policy. These 
countries can pay their debts neither at present nor in 
the near future. To demand payment of them would 
be futile. It would promote bad feeling, and at the 
same time would hamper them in paying their current 
obligations and building up surpluses toward repayment 
of their foreign debts. 

Europe needs goods, both raw materials and finished 
products, and she can secure them only by obtaining pri- 
vate credits on a business basis, or by selling part of her 
productive industries. We permitted foreigners to help 
develop our Middle West in this fashion. American capi- 
talists will advance money to Europe, or will invest in 
industrial plants. The government has lent encourage- 
ment by enacting the Edge bill, authorizing the incor- 
poration of foreign commerce corporations under the 
supervision of the Federal Reserve Board. It will be 
wise for America to insist that funds obtained here be 
used chiefly for industrial reconstruction, not for the 
building of merchant marines to compete with our own; 
not for military purposes, unless defense becomes again 
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necessary ; not for outlays that will help foreign borrow- 
ers to compete with us in distant markets by acquiring 
facilities for landing or distributing goods in foreign 
countries. Nor should we lend money for the purpose of 
enabling our commercial rivals to obtain control of 
sources of important raw materials. 

Great Britain has already done a great deal toward her 
reconstruction. She has increased her exports to the 
Orient and improved her trade balance. Furthermore, 
she has gained control of large reserves of oil in Meso- 
potamia, Persia, and on the Caspian Sea. In contrast, 
we are in grave danger of lack of oil for our merchant 
marine. Our entire oil resources at the present rate of 
consumption will be exhausted in less than twenty years, 
while our vast reserves of oil in shales are still of prob- 
lematical commercial value, owing to the expense of 
extraction. We produce 70 per cent of the world’s output 
of oil and consume nearly 80 per cent. Unless we start 
a policy of economy and conservation, accompanied, if 
practicable, by some restriction on exports, we are in 
danger of depending before long on foreign countries for 
our oil and of paying a vast annual tribute for our re- 
quirements. Of the available known sources of oil sup- 
ply in the world, outside the United States, about three- 
fourths have been already preempted by Great Britain, 
France and the Netherlands, and only a small proportion 
is still open to American interests. A somewhat similar 
situation exists as regards the valuable vegetable oils and 
Americans ought to consider seriously our country’s 
need before selling to our commercial rivals our coconut 
or other similar oil refineries in the Philippines or Porto 
Rico or elsewhere. It may not be long before we shall 
have urgent need for them. A far-sighted policy must 
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be adopted at once and prosecuted with vigor if we are 
to maintain our economic independence. 

Again, American capital might be invested in Europe 
and its earnings reinvested for some years tocome. This 
would supply the needed capital without increasing an- 
nual trade balances piled up against borrowing countries. 
Such a plan has heretofore always been followed in the 
development of new countries. South America is in that — 
state of development now ; we ourselves have but recently 
emerged from it. European capital helped us to open up 
our resources and, had we not received this help, indus- 
trial development here would have been seriously re- 
tarded. It seems an appropriate as well as a good policy 
to reciprocate by purchasing European plants with Ameri- 
can capital, employing local labor, supplying local markets, 
and reinvesting the profits in the same localities. But 
there are decided limitations to this plan. The obligations 
at compound interest of 8 per cent (a smaller return 
would not tempt capitalists) would grow rapidly and 
would in a comparatively few years reach staggering pro- 
portions. Only moderate investments of this kind would 
be welcomed by Europe and, therefore, only moderate 
sums could wisely be so used. 

It is to the so-called “backward nations” of South 
America, Africa, Asia, and to Russia that America must 
look in the long run for her future foreign markets. 
These countries possess enormous natural resources, as 
yet largely undeveloped, and consequently of little or no 
present value. Their people lack purchasing power and, 
having low standards of living, feel but little need for 
foreign goods. The development of these countries 
would involve the expenditure of colossal sums of capi- 
tal. Where is it to come from? European financial 
centers can no longer provide it; the United States can. 
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In developing new fields of industrial activity in those 
“backward’’ countries we shall not only create markets for 
American products, but for the exports of Europe -as 
well. We shall also profit by enhancing the value of the 
European securities which we now hold. Our allies can- 
not repay these loans in gold—that would be impossible, 
even if it were desirable—and our own industries would 
be seriously affected if we received many of their indus- 
trial products as payment. Therefore, they will doubtless 
repay us in the long run by securities which we help them 
create. 

Before the war, England, Germany and France were 
the great bankers of the world. Indeed, many of our 
own most important industries were financed by foreign 
capital. England’s investments abroad were estimated in 
1914 at upwards of $20,000,000,000 from which she 
derived a yearly income of $1,000,000,000. In Latin 
America alone England had invested $5,000,000,000. 
Both England and Germany have encouraged the invest- 
ment of the capital of their nationals abroad in order to 
control the trade resulting from the industries thus de- 
veloped. The investment of capital in the development 
of a country is the “open sesame” to trade with that 
country. 

Americans must not underestimate the significance of 
foreign competition in backward countries. The absolute 
necessity of the full utilization of such measures as the 
Webb-Pomerene Act and the Edge law is shown in the 
methods employed by Germany and Great Britain before 
the war—methods which beyond any question will be 
revived at the earliest practicable moment. The business 
men of Germany, Italy, Switzerland, Holland, Sweden, 
Belgium, Japan and other competing countries have been 
much freer to combine and cooperate than have the citi- 
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zens of this country. It is true that in England and 
France there are certain restrictions upon combinations, 
but even so the regulations have not been nearly so rigid 
as in the United States. 

Prior to the war there were in Germany as many as 
six hundred important combinations including practically 
every industry in the Empire. The German dye industry 
operated as a unit in foreign trade under the leadership 
of two great groups of allied producers, working under 
a fifty-year agreement. The manufacture and exporta- 
tion of electrical equipment was used as a basis for de- 
veloping German foreign trade through the alliance of the 
two great electric companies. Half of the coal and coke 
exported annually was sold by one central selling agency. 
Practically all of the rapidly developing iron and steel 
export business was handled by two selling agencies 
closely allied. In like manner in France and Belgium 
trade in iron, steel, and glass was unified. Manufac- 
turers in France and Germany worked together to develop 
the silk ribbon export trade. One might give similar 
illustrations for other countries of Europe, as well as 
Japan in the Far East. In the face of such powerful 
combinations supported in most instances by the active 
cooperation of their governments, it is clear that if the 
exporters of the United States are to make headway, they 
must be much freer to combine than they were before 
the passage of the Webb-Pomerene Act, and that our 
Government must work in sympathetic cooperation with 
them. 

In international investments, what the borrowing na- 
tion requires is capital; what the lending nation demands 
is good security. Under present conditions, the so-called 
“backward nations” find good security most difficult to 
furnish. Not only may all business arrangements at any 


206 GREAT AMERICAN ISSUES 


time be disrupted by political disturbances, but wherever 
a dispute arises between the foreign investor and the local 
interests, the matter is settled by a biased local court or 
by executive decree, from either of which decisions, how- 
ever, the only appeal in practice is to diplomatic inter- 
vention. Whichever way the case is finally decided, the 
course of procedure creates bad feeling on both sides. 
For this reason it seems advisable to create an Interna- 
tional High Court of Equity to hear and determine such 
cases solely on the basis of justice. 

The authority of such a court would be enormous. Its 
decisions, published throughout the world, would consti- 
tute a powerful deterrent to dishonest practices; and its 
influence would extend wherever international business is 
carried on. The plaintiff or defendant before such a 
court would not be called upon to accept the decision of 
a foreign judge and jury whom he would suspect of bias 
against him. It is not suggested, of course, that every 
dispute should be taken to the High Court of Equity; 
its jurisdiction might be limited to suits in which a speci- 
fied but large minimum amount is involved. 

If we wish to encourage the investment of American 
capital abroad, our government must change its attitude 
toward American investors in foreign countries. Hereto- 
fore, and especially of late years, no attempt has been 
made to distinguish between legitimate undertakings by 
Americans, founded upon the purchase for cash of land, 
mining rights, and other properties, and schemes—fortu- 
nately few in number—which are based entirely upon 
concessions extorted by threats, misrepresentation or 
bribes without suitable consideration. The strange view 
has sometimes been reflected even in the public utterances 
of men in high position, that it is base and sordid for 
any American business enterprise to be conducted in a 


FOREIGN TRADE 207 


foreign country. Such a view is a libel upon the Ameri- 
can business man, and the opposition to the investment 
of American capital abroad which springs from it is the 
fruit of ignorance and prejudice. 

Any one who is familiar with conditions in Latin 
America, Africa, or the West Indies, knows that whatever 
measure of prosperity and civilization exists among the 
natives has been mainly brought about by foreign capital 
in those regions. We may very properly ask a man who 
invests his capital in a so-called “‘backward country”: 
“Are the inhabitants of this country better off or worse 
off because you have gone among them to do business ?” 
And, by the answer to this question, a foreign enterprise 
should be approved or condemned. In recent years the 
instances in which native races have not secured great 
benefits, both moral and material, from foreign enter- 
prises are indeed few. 

The foreigner, acting from motives of enlightened self- 
interest, will do everything he can to maintain law and 
order and to avert internal warfare. He will build hos- 
pitals, bring in physicians and surgeons, improve sanita- 
tion, devise means of transportation and communication, 
and encourage local industry. In the conduct of his busi- 
ness, he will bring capital to the country, give employment 
to native labor, and elevate the standard of living. 
Through the taxation of his enterprises, the government 
of the country will increase its revenues and find it easier 
to borrow money for its own purposes. The foreign 
investor invariably pays a higher rate of wages than do 
native employers, and his business always stimulates the 
development of the resources of the country. 

An excellent and typical instance of this is what occurs 
when American capitalists build a smelter in Mexico. 
The smelter depends upon ore mined by native wage labor, 
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but in the surrounding district there are thousands of 
acres of metal-bearing ground owned in small patches by 
the natives. Before the smelter is built this ground is 
worth nothing to its owners since they have not the capi- 
tal with which to erect buildings, to import machinery, 
and to employ mining engineers and metallurgists. But 
the American smelter will buy at a fair price all the ore 
brought from these small holdings, thus turning into 
money resources which have hitherto been valueless to 
their possessors. Less direct, but no less beneficia is the 
stimulus given by the smelter to such local native indus- 
tries as farming and cattle raising. What is true of the 
Mexican smelter built by foreign capital is true of the 
West Indian sugar factory, of the Malayan tin mine, of 
the African gold mine, of the Burmese rice mill, and of 
the Sumatra tobacco or rubber plantation. The foreign 
investor makes his profit, but in doing so he develops and 
advances the newer country, and increases its prosperity. 
In addition, he benefits his own country, for he establishes 
a trade connection which may be of great value in sup- 
plying a market for domestic products, in opening up 
new supplies of raw materials, and in providing freight 
for the railways and the merchant marine of his own 
nation. 

Within the scope of the present chapter it is possible 
to dwell upon only a few points involved in the problem 
of foreign trade. If there is one point more than another 
upon which we should insist, it is that the whole subject 
is not to be viewed as an isolated question, but as one that 
is intimately bound up with our national life. Foreign 
trade is part of our economic policy, not the whole of it. 
Regarded in this light, an intelligent foreign trade policy 
for the future should embrace: 

1. A tariff, based upon the recommendations of a Tariff 
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Commission made up of experts, to protect our home mar- 
kets from the dumpings of Europe and Asia, and also to 
secure reciprocal trade advantages with other countries. 

2. Legislation, supplementing the Webb-Pomerene and 
Edge laws, to promote efficiency in our home industries 
by eliminating the uneconomic and unessential features 
of the Sherman law. 

3. The creation of an immigration board which shall 
regulate immigration to meet economic demands. 

4. The development of a great American merchant 
marine, privately owned and privately operated, with such 
governmental assistance as is accorded the nationals of 
our maritime competitors. 

5. The creation of a High Court of Equity which shall 
adjudicate commercial disputes between Americans 
and the nationals of countries in which the Americans 
invest or seek to invest. 


XV 
PROBLEMS OF FOREIGN EXCHANGE 


THE subject of foreign exchange and its relation to 
the imports and exports of a country is always looked 
upon as so technical as to be puzzling to persons inex- 
perienced in the field of foreign trade, even in normal 
times when the countries concerned have the same metallic 
standard of ‘money. 

The conditions brought about by the war are so ab- 
normal that, while fundamental principles obtain, their 
application has been entirely changed. One need not re- 
view in detail the course of developments so far as 
European trade is concerned. They have been frequently 
discussed in our financial papers and in special publica- 
tions. If we take the situation as regards Great Britain 
and her war-time allies, we have an illustration of the 
effect of a greatly depreciated currency in a foreign coun- 
try. During normal times, before the war, when all these 
countries were on the gold standard, the pound sterling 
(of which the bullion par is $4.8665) would in the New 
York market not fall below $4.85 or rise above $4.80. 
These two figures mark substantially the so-called gold 
points, that is to say, the prices beyond which gold would 
be shipped to balance the exchanges of goods. Similar 
fluctuations or limitations hold for other countries. For 
many years America’s trade balance in merchandise, 
owing to our surplus of exports over imports, as has 
already been noted, had amounted to some 500 million 
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dollars a year, but this was largely offset by various so- 
called invisible factors, such as interest on securities, and 
income from other property in the United States owned 
by foreigners, estimated at some 175 million dollars an- 
nually ; freight charges for merchandise carried in foreign 
bottoms—z25 millions; remittances by immigrants in the 
United States—125 millions; expenditure of American 
tourists abroad—150 millions; insurance premiums and 
various miscellaneous items—25 millions. The result of 
this entire situation was a little shipment of gold back 
and forth between Europe and the United States from 
year to year, with no great permanent increase in our 
stock of gold in spite of an apparently favorable balance. 
A low rate of exchange naturally stimulated imports, 
since American merchants could buy somewhat more 
goods in England for a thousand dollars than at a time 
when the pound sterling was worth some three to five 
cents more. Likewise, when the exchange was high, it 
was a good time for us to sell and get a slightly larger 
amount of cash or credit for our goods than the quoted 
prices would call for. 

On the outbreak of the war, however, there came a 
change. All the countries hoarded gold as a basis for 
their currency, so that it could not be exported or im- 
ported to settle balances. Again, as the expenses of the 
war increased, the demand for American goods—espe- 
cially for war supplies—was most abnormally increased, 
while the stock of European goods available for export 
to pay for these purchases was at the same time greatly 
decreased. As a result of this condition there was a net 
balance in our favor of over four billion dollars in 1919, 
of which nearly two billions (1,970 millions) represented 
the excess of our exports to the United Kingdom over our 
imports from that country; 769 millions was the excess 
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in value of our exports to France; and 384 millions the 
excess to Italy. These tremendous excesses of exports 
naturally led to a very decided drop in exchange; since 
relatively few people had debts to pay abroad the debts 
were mainly the other way; and since there was no gold 
available, this fall could not be checked by gold ship- 
ments. 

Another very powerful factor was the inflation and 
consequent depreciation of the currencies of these 
European countries; for example, in Great Britain the 
currency circulation, including Bank of England notes 
‘and currency notes issued by the Exchequer, increased 
from 155 million dollars in 1914 to 2,033 million dollars 
in 1920. The Bank of England notes were covered fully 
by gold, while the 1,604 millions of currency notes had 
a gold reserve of hardly nine per cent. In a similar 
fashion, though to a greater degree, in France the notes 
of the Bank of France increased from 1,290 million dol- 
lars in 1914 to 7,286 millions in 1920, the gold and 
silver reserves of the Bank amounting to only about ten 
per cent. The situation in Italy was even worse, the gold 
lira in the beginning of 1915 commanding a premium of 
6 per cent while in the summer of I9I9g it reached even 
46 per cent, these figures being even officially recognized. 
Furthermore, the enormous increases in the public debts, 
the political situation, and the public sentiment arising 
therefrom, added still more to the difficulties, as confi- 
dence in the solvency and stability of some of the govern- 
ments concerned seemed to waver. 

Since the war broke out the United Kingdom’s debt 
has increased from 3,458 millions to 38,563 millions; 
France’s debt from 6,598 to 39,877 millions, and Italy’s 
debt from 3,788 millions to 15,177 millions, all expressed 
in dollars converted at par. In view of these stupendous 


PROBLEMS OF FOREIGN EXCHANGE 213 


burdens of indebtedness and the obvious impossibility 
of their liquidation, except gradually through a slow 
process of economy and drastic taxation extending over 
a long period, an element of risk or of distrust inevitably 
attaches to the currencies whose validity depends in the 
final analysis on the financial solvency of the governments, 
for the currencies are supported to a very large extent 
by securities issued and guaranteed by those governments. 
Of course, the situation in other countries, such as Rus- 
sia and those of the Central Powers, has been vastly 
worse. 

Actual quotations reveal that the pound sterling quoted 
above par in the summer of 1914, fell below in 1915, re- 
maining approximately at $4.75%4 until March, 1919, 
when it began to fall precipitately, reaching its lowest 
level in February, 1920, at $3.18; since this time a some- 
what higher rate has been attained. The maintenance 
of the rate during the period of the war was not due to 
natural trade conditions, but rather to the ability of the 
British government to borrow first from American banks 
and later from our government funds sufficient to support 
the exchange through the so-called “pegging” arrange- 
ment, by which the British treasury, after securing suf- 
ficient credits for our exports, instructed its agent, J. P. 
Morgan and Company, to purchase all sterling bills 
offered at a fixed rate of about 4.755 dollars per pound. 
The British government supported this exchange rate, 
both to avoid the depressing effect of a falling rate of 
exchange on the morale of its citizens and to maintain a 
rate which, ‘including the interest on the borrowed funds, 
was still more profitable for purchasing supplies than an 
unsupported rate would have been. When, however, the 
British government withdrew this support, some four. 
months after the armistice, because it could not continue 
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borrowing indefinitely from the United States, and be- 
cause it seemed best to let the exchange find its own nor- 
mal business level, the drop came, the lowest level being 
reached in February, 1920, at $3.18. 

The history of the franc and of the Italian lira is quite 
along the same line. The franc was “pegged” at about 
g per cent below par, the lira at some 18 per cent below. 
When governmental support was withdrawn there were 
even more exaggerated results, because of the less ad- 
vantageous positions of the French and Italian govern- 
ments for carrying out anything like the British financial 
operations. The franc from a par of 19.3 cents fell 
slightly below 6 cents, while the lira with the same par 
value fell even below 4 cents. 

The effect of all this has been to reduce very greatly 
trade with European countries, in spite of the prime im- 
portance to all parties concerned of having that trade 
greatly stimulated. Europe has had relatively little mer- 
chandise to give in exchange, although her supply in some 
lines is increasing. She has very little gold that she can 
spare for purchase. To seek continually added credits 
from the United States means increasing the burdens of 
the future, although in certain cases this might well be 
far more than offset by the purchase of machinery, raw 
materials, etc., which would form a basis for the produc- 
tion of goods for export. An easy plan for improving — 
the exchange conditions would seem to be the purchase by 
American capital outright of many companies in Europe. 
Machinery and supplies necessary to build up the plants 
for the manufacture of finished goods for export to the 
United States would be sent over from this country; but 
the equipment would not need to be paid for by the ex- 
ported goods since the establishments would be owned by — 
“us and the profits could be reinvested for a time in that 
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country. When years later the countries have recovered 
their normal condition, it would be relatively easy for 
them to buy these plants back. 

Various proposals have been made for the improvement 
of the exchange situation. In so far as they relate to the 
‘methods of financing Europe and improving trade bal- 
ances they have been discussed in the chapter on foreign 
_ trade. There are some plans, however, that are more 
specifically currency devices. Such a plan is the pooling 
of the international debts and the issuance of an inter- 
national currency. This plan does not appeal to Ameri- 
cans because it signifies simply the dilution of its own 
currency by the infusion of a currency based on the debts 
of foreign governments. It is a disguised way of placing 
America, with her sounder financial condition, on a level, 
so far as currency is concerned, with her much more im- 
poverished European allies. Such a plan can hardly se- 
cure substantial support in this country. 

It may well be that the depreciation of gold in terms of 
goods and the great increase in the value of silver will 
give rise to a reopening of the subject of bimetallism. 
But fundamentally there is only one way by which Great 
Britain, France, and Italy may expect to see their cur- 
rencies regain their normal exchange values: increased 
production and exports, reduced consumption and im- 
ports, liquidation of governmental indebtedness through 
drastic taxation, retirement of vast amounts of paper 
currencies, and the ultimate removal of all restrictions 
on the free movement of gold. 

Only a few words need to be said about the exchange 
rates on Germany, Austria and Hungary. Germany has 
a domestic debt of about 45 billion dollars, and a circu- 
lation of government notes, Reichsbank notes, and loan 
bank notes (Darlehnskassenscheine) of over 14 billion 
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dollars, with a metallic cover, after the withdrawal of 
large amounts in payment for food supplies, of less than 
2 per cent, and the paper is still increasing. In view of 
these conditions and the staggering load of the war in- 
demnity, the German mark is worth but little over one 
cent, as against a par of 23.8 cents. 

A proposal has been made in Germany to give its 
internal debt legal tender quality, which would at once 
increase the circulation about fivefold. While this plan 
is apparently not receiving serious consideration, its pro- 
posal by a responsible economist and banker, Dr. Ben- 
dixen of the Hamburg Mortgage Bank, indicates the 
desperate condition in which the country finds itself. 
Austria and Hungary are really in a state of insolvency, 
and the Austrian krone is practically worthless in the 
international money market. 

In regard to European neutrals, chief among which are 
Holland, the Scandinavian countries, Spain and Switzer- 
land, the principal item to be noted is that throughout the 
greater part of the war period their currencies were quoted 
above par in New York. This apparent depreciation of 
the dollar was not due to its inherent weakness, but to 
the fact that dollar exchange was linked to sterling ex- 
change by the “pegging” arrangement and could be se- 
cured below par by neutrals, who could purchase sterling 
at a heavy discount in their own markets, and then ex- 
change it for dollars at the “pegged” rate in New York. 
As soon as sterling was “unpegged,” exchange rates on 
European neutrals began to fall, and soon they were 
all quoted below par in New York. Their de- 
preciation, however, is much less than that of frarics or 
lire, since these neutrals themselves have favorable ex- 
changes on France and Italy, but except in the case of 
the Netherlands and Spain, not on Great Britain. 
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Canada’s exchange position has been somewhat similar 
to that of the United States. Canada supplied armies, 
men, munitions and food to the belligerents and conse- 
quently had heavy trade balances in her favor; neverthe- 
less Canadian dollars in New York have been at a 
discount for this reason: while Canada imported large 
quantities of merchandise from the United States dur- 
ing the war period she was unwilling to reduce her stock 
of gold by settling her unfavorable balances by gold 
shipments, her exports to Great Britain were paid for 
largely by credit, and the gold in Canada would soon be 
exhausted if she permitted it to be exported. Normally 
Canada could settle for her obligations in the New York 
market by turning over her sterling bills, but under pres- 
ent conditions she has no sterling exchange to use for 
that purpose, and Canadian exchange bills are overabun- 
dant and consequently are accepted only at a discount in 
New York. Canada’s domestic financial condition is 
sound, her currency, though expanded, is protected by 
adequate reserves, and her national debt is entirely within 
the limits of her capacity to pay, while the natural re- 
sources of the country are very great and capable of 
rapid development on a large scale. The Canadian dollar, 
however, has been quoted as low as 85 cents in New York, 
and though it has rallied, it is likely to remain below par 
so long as Canada is called upon to trade with Europe on 
a credit basis, and is thus unable to offset her debit ac- 
count in the United States by the credit balances of her 
trade with other countries, mainly with Great Britain. 

All of the South American countries prior to the war 
were dependent to a large extent on European capital for 
their development. These countries paid for the manu- 
factured articles which they imported from Europe by the 
export of food and raw materials; in the case of Argen- 
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tina, mainly by cereals, meat, and lumber; in the case of 
Brazil, by coffee and rubber; in the case of Chile, by 
nitrate of soda. All these countries before the war had 
favorable merchandise trade balances, which, however, 
were more than offset by interest and dividend payments, 
freight charges, insurance, and other items due to foreign 
investors, while the capital amounts due from these Latin 
American countries to England, France and Germany 
increased from year to year. 

Argentina, whose food exports were greatly in demand 
from the beginning of the war, suffered but little set-back 
by the outbreak of hostilities. The peso was at a slight 
discount in New York until March, 1916, but has since 
been almost continually at a premium, although the re- 
moval of the gold embargo in the United States per- 
mitted large shipments of the precious metal to be made 
to Argentina and the rate of exchange has recently fluc- 
tuated within the gold points. The impossibility of ob- 
taining imports from Europe has given a powerful 
impetus to Argentina’s domestic industries. At the pres- 
ent time she must adjust her national economy to a state 
of affairs in which she can no longer be financed by the 
Old World, but must stand on her own feet, and must 
even be in a condition to grant credits to European nations 
for the export of her food products. Such credits were 
extended during the war and further credits are under 
negotiation. Reforms in the system of currency, bank- 
ing, and taxation are discussed in Argentina with a view 
to enabling her to organize her business life under the 
new conditions created by the war. 

_ Brazil suffered more of a shock from the war than 
Argentina, for her entire national economy was pivoted 
largely on one product, coffee, which is not an essential 
and in the demand for which there was a decided reduc- 
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tion when the war began. The total loss of the German 
market was a serious blow, and ships were hard to obtain 
for the North American and Western European trade. 
In addition to this, Brazil had not progressed so far as 
Argentina in developing a sound currency and, as a con- 
sequence, the milreis has been continuously at a discount 
in New York. The war has taught Brazil the danger of 
depending on only one or two products for her exports, 
and many other agricultural products are now being 
raised in that country whose natural possibilities are 
almost unlimited. 

In the case of Chile, the balance of trade, national 
prosperity and exchange rates are all bound up in the 
exportation of nitrate of soda, which in times of peace 
is used primarily in agriculture but in times of war be- 
comes most important in connection with the manufacture 
of munitions. The next most important article of export 
from Chile is copper. New York quotations of the 
Chilean peso reflect quite accurately the fluctuations in 
the export of nitrates. When the war broke out the 
shortage of cargo space for the transportation of this 
product resulted in a fall of the exchange, which rallied, 
however, as the need for’nitrates became more acute and 
ships were allotted to its transportation. After the entry 
of the United States into the war peso quotations rose 
rapidly, and in October, 1918, stood at 30 cents per gold 
peso, as against a pre-war rate of about 19 cents, indicat- 
ing a premium of about 60 per cent. With the cessation 
of hostilities there came a decided drop in the demand 
for nitrates and a corresponding fall in the exchange value 
of the peso, which, however, remained in New York above 
its pre-war level. 

The situation in the Orient has been vastly different, 
and for many reasons is even more interesting, particu- 
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larly in Japan, India and China. The situations in these 
countries are by no means identical, for Japan is a gold 
standard country, while China and India are vitally con- 
cerned in a direct way with the appreciation of silver— 
China being on a silver standard. Japan, put on a gold 
standard as an outcome of her victory over China in 
1894 and the wise use of the indemnity which Japanese 
statesmanship secured from that country, was affected by 
various questions involving the financing of her tre- 
mendously expanded war trade, not by any fundamental 
dislocation of her currency due to the silver situation 
itself. 

During the Great War, Japan’s situation was somewhat 
like that of the United States, and she was, therefore, in 
a position to sell enormous quantities of goods at very 
profitable rates. This trade in part was directly with 
the belligerent countries, but a vast amount of business 
was developed with India and China, as well as with other 
Eastern peoples and colonies. Since the fall of I915, 
the Japanese yen has been almost continually at a slight 
premium. During the war period, according to figures 
of the Vice-Governor of the Bank of Japan, Japan greatly 
increased her gold reserves; specie holdings of the Japa- 
nese Government and the Bank of Japan were yen 
350,000,000 before the outbreak of the European struggle 
and they have increased in 1920 to about yen 2,000,000,- 
000 or about a billion dollars. This period was also 
marked by the redemption of government bonds held 
abroad to the amount of yen 2,300,000,000, domestic 
loans amounting to 31,000,000, and the repurchase of 
approximately 36,000,000 worth of national bonds on 
the market. To this must be added Japanese purchases of 
foreign government securities to the figure of yen 
5,870,000,000, 
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The economic expansion of Japan for the war years 
was striking, her imports amounting to yen 5,850,000,000, 
while her exports totalled yen 7,048,000,000. The bal- 
ance of trade was in her favor to the extent of yen 1,198,- 
000,000, and this produced Japan’s financial problem of 
to-day. The financing of this trade, with Allied embar- 
goes on the free movement of specie, obliged Japanese 
statesmen to make heavy investments abroad and use 
them as security for the inflation of the Japanese cur- 
rency with notes in order to stop the threatened slowing 
down of exports when the private exchange banks reached 
their credit limits. Thus Japan’s note circulation in- 
creased from about yen 360,000,000 in 1914 to yen 1,086,- 
000,000 at the close of 1918, and in 1920 it stood at yen 
7,700,000,000 over the pre-war figures. 

Following the uncertainties of the Armistice, which 
checked Japan’s expansion, came the necessity of Japa- 
nese industry meeting the renewed competition of 
European and American exporters in the fields that Japa- 
nese business had preempted during the Great War. At 
the same time, the shipping boom collapsed. These un- 
settled conditions culminated in the financial stringency, 
which approached a panic in April, 1920, caused by the 
aggravated economic position of Japan’s “war babies” 
of industry and trade. This was especially marked in the 
reaction on such staple products as silk and in the over- 
expansion of speculative financing projects that strained 
Japan’s present resources at a time of trade depression. 
In consequence, the balance of trade swung against 
Japan sharply; the yen was quoted slightly below par in 
New York; and a process was begun which promised to 
squeeze out at least part of the war inflation and to put 
Japan on a post-bellum footing where sound develop- 
ment would go ahead. 
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The crux of the silver situation is to be found in China 
and India, not in Japan’s war financial operations. One 
should keep in mind that India has a population of some 
300 millions and that China contains an even larger num- 
ber, estimated at something like 400 millions. In both 
countries a large part of the population depends upon 
the soil for its livelihood in villages far from centers of 
_ population and but slightly affected as yet by the customs 
and habits of modern western civilization. The use of 
gold and silver for ornaments and the prevalence of the 
custom of hoarding cash have made these countries absorb 
large quantities of the precious metals. India and China 
stand out among the countries of the East as what have 
been aptly termed “silver sinks”; in the course of inter- 
national trade they draw the bullion into them from the 
silver-producing nations for the savings of their teeming 
millions.. Both these countries suffered great eco- 
nomic distress as a result of war conditions, which 
interfered with the customary sources of supply and in- 
creased the demand for silver to liquidate accounts. In 
India the absorption of gold alone amounted to about 
a billion and a quarter dollars in the forty-six years be- 
tween 1874 and 1919, the Great War having a decisive 
effect on the situation. Its outbreak greatly decreased 
India’s imports because the European countries were not 
in a position to send products urgently needed for their 
own use. On the other hand, India’s exports increased 
disproportionately because the unlimited demand for her 
agricultural products was coupled with the over-night de- 
velopment, as it were, of war industries made necessary 
by the requirements of the Allies and by the rapid advance 
in prices. * 

The normal result of this favorable trade balance would 
have been a great increase in the influx of precious metals 
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into India, but these metals were not forthcoming, since 
all European governments were concentrating their gold 
stocks in their central banks and placing embargoes on the 
exports of gold and silver. Thus the Indian agriculturist 
who used to bring his produce to market and exchange 
it for other goods, found fewer goods to buy and re- 
turned home with his cash, mostly silver, but also notes, 
and concealed it, preparing against a rainy day, since this 
appeared to him to be the only secure way of keeping his 
treasure in those troublous times. Coins of gold and of 
silver were also melted in large quantities to be used for 
ornaments according to the old-time custom of saving in 
this form. No legislative enactment can prevent an im- 
mense population from living up to its traditions and 
hence, in the absence of imports of gold or silver for 
private use and with a free domestic trade in gold and 
silver bullion, melted coins were used for ornamental and 
ceremonial purposes. This in brief explains the great 
demand for silver which arose from India and at one 
time nearly precipitated a crisis. 

The amounts of gold, silver, subsidiary coins and cur- 
rency notes that were absorbed by the population of India 
in the manner above described, that is to say, the net 
amounts by which the volume outstanding in the hands 
of the public increased, were as follows: 


(In millions of dollars; rupees converted at IR=$0,.3244.) 


5-year ; 

pre-war Year ending March 31, 

average I0915 1916 1917 1918 1919 
Goldeaevine ssid~ cis»: 35.7 24.3 —I1.3 4.4. 37.8 16.9 


Rupees and half 
28.5 —21.7 ~ 33.7 109.7 90.4, 146.0 


EUPCES Oye c.c-ls10 05 
Subsidiary coins.. 2.0 — 07 1.2 Eig 342 9.0 
Currency notes... 110 —II.I 25.5 59.0 50,2 167.7 

TEOtaAl eee 772) G2 50.1 176.2 181.6 339.6 


(Minus — indicates net reduction in circulation.) 
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It is this absorption of cash in India, together with the 
decline in the world’s production of silver (which was 
only between 70 and 80 per cent of the pre-war amount), 
and the great demand for silver to fill the gaps in India’s 
reserves, that account largely for the great rise in the 
price of silver and in the exchange quotations of the 
rupee. To meet their liabilities, importers from India, 
not able to ship gold or silver, were bidding actively for 
rupee exchange, and the quotations on the limited amount 
available, owing to reduced exports to India, show a rapid 
rise both in London and New York. In London, Indian 
exchange, controlled through Council drafts, is a com- 
plicated mechanism, the description of which requires 
more space than is here available. In New York, the 
rupee, worth $0.3244 on the basis of the pre-war legal 
rate, rose from some 19 cents gold value in July, 1914, 
to 36.9 cents in May, 1918. During April of that year, 
the American Government came to the assistance of the 
British Government, whose shortage of silver in India 
was threatening to result in uprisings on the part of the 
population which demanded silver rupees for its products. 
By authority of the Pittman Act, the United States 
Treasury melted down and sent to India about 200 million 
dollars in silver, thereby relieving the situation, at least 
temporarily. But the demand continued and absorption 
soon again overtook the coinage. The highest rate for 
rupees was 50 cents paid in New York last March. In 
April, 1919, a slight recession to 47 cents took place.* 

The net result of the whole situation has been to enable 
India to pass over to a gold parity, the British Govern- 
ment seizing the opportunity presented by the dislocation 
of silver values in terms of the gold standard countries 
to maintain the appreciated value of the rupee and back 

* See Federal Reserve Bulletin, October, 1919, p. 945. | 
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it with gold. Between the passage of the Pittman Act 
and May, 1919, India absorbed $248,480,000 in silver 
exported from the United States in addition to the heavy 
drains that had been made on the Chinese stores of the 
metal; but nevertheless the value of the rupee maintained 
its high level through 1919 until the British Government 
completed its fiscal plans for a gold standard with the 
value of the rupee fixed at two shillings gold. 


1893-1917 I rupee = 1s, 4d. 
April, 1918 tae ets 00e 
Aug., I9gI9 Le be to 18.3000. 
Sept., 1919 pata 


By the change effected February 1, 1920, the gold 
value of the rupee is fixed at 2 shillings (48.6 cents). 
This makes no longer profitable the melting down of silver 
coins, which so long as the legal value remained at the 
old level of 32.4 cents or thereabouts, was one of thé 
great difficulties in the way of restoring the Indian cur- 
rency situation to normal, while the repugnance of the 
population to the large gold coins is obviated by the re- 
tention of a rupee of enhanced value. In other words, the 
legal tender value and the bullion value of the rupee wére 
equalized. A fall in the bullion price of silvér will make 
the rupee again a token coin and this will destroy any 
economic incentive to hoarding. 

China, on the other hand, has not, as yet at any rate, 
utilized the appreciation of silver to establish a gold 
standard. At the outset we must remember that the 
Chinese exchange situation, though similar to that of 
India during the war period, is not regulated by a gold 
standard country standing behind China as Britain sup- 
ports the Indian fiscal situation, and in China there is no 
connection between exchange and paper currency or re- 
serves. In China we are dealing with a country which 
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has been and remained throughout the Great War a sil- 
ver standard country. Silver bullion, expressed in terms 
of taels—a weight of a certain amount of silver of a 
specified fineness varying somewhat according to the 
particular locality in China—forms the basis of almost 
all her trade. The notes of the foreign banks are actually 
redeemable in silver, while those of some of the native 
banks which have been compelled to suspend specie pay- 
ment are really only a small factor in China’s internal 
trade as a whole and, practically speaking, are of no sig- 
nificance in connection with her foreign trade. The ques- 
tion, then, is one of the relation between the United 
States—nominally a gold standard country, which, how- 
ever, was not during this period exporting gold at the 
critical time—and a silver standard country in and out 
of which silver bullion flowed with considerable freedom 
in accordance with the demands of business, abnormal as 
these demands became at certain times. 

Immediately preceding the Great War, the course of 
exchange on the whole was downward, although the aver- 
age level in 1913 was nearly as high as in 1912. The 
effect of exchange was to encourage imports, for prices 
in China were higher than for the four years preceding 
1912. The silver importations were heavy. The price 
of silver remained fairly steady until mid-summer of 
1914, because there was a general expectation that both 
China and India would buy heavily, the former because 
of the anticipated currency reform loan. The failure of 
these demands to eventuate caused a drop in July which 
held through the opening months of the European War; 
exchange followed the silver price, making it hard to 
finance exports. The first effect of the war was a drastic 
reduction in silver importations, starting the excess of 
bullion exportations which have drained China to a con- 
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siderable degree. In 1915 the prevailing low exchange 
held until the end of the summer when there was a 20 
per cent rise over the prices existing at the beginning of 
the year which ended at the close of it. During 1916 the 
trend of affairs repeated in intensified form those which 
had prevailed during the previous twelve months, trade 
being hit by a shortage of ships, high rates, high costs 
of production abroad, and other war factors. The high 
gold value of silver especially retarded exports already 
hampered by war restrictions and the shipping situation. 
The high value of silver made exchange speculation the 
ruling passion, soon drawing large quantities of silver to 
Shanghai, the commercial metropolis of China; while at 
the same time there were heavy exportations over-seas of 
the metal from China and money became very tight. 
America’s entrance into the war in 1917, followed a few 
months later by China herself, aggravated the situation. 
As in India, the Chinese population had to have silver for 
the settlement of business; the rising prices expressed in 
terms of silver reacted most seriously in the continued 
tightening of the money market due to the buying of the 
depreciated gold exchange with the enhanced purchasing 
power of silver, the increased exports of silver to Hong- 
kong, India, and other Oriental points and the closing of 
American sources of supply. Throughout 1918 the high 
price of silver continued to demoralize the Chinese trade, 
although the gross money value of the trade expanded 
continually in spite of the very real obstacles in the way 
of commerce. The Pittman Act, too, helped China for 
the moment until the desperate needs of Great Britain 
and Indian finance led America in 1914 to raise the price 
originally fixed on silver thus released. These conditions 
began to wear away in 1919, the fall of that year seeing 
the end of the Indian demands for silver, thé stabilizing 
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of transportation conditions, and the dropping of war 
prices on products. Through 1920 high silver levels 
slowly receded while trade conditions bettered even more 
rapidly, thus removing the highly speculative war con- 
ditions and restoring Chinese trade to normal. 

A summary of the importations and exportations of 
silver shows how China was denuded of her currency 
metal during these later years. The figures are in Haik- 
wan taels, the unit of value by which the Maritime Cus- 
toms measures Chinese trade. 


* Year Importations of Silver in Exportations in 
Haikwan Taels Haikwan Taels 

TOTS cs arts 55,711,490 19,743,126 

TOA ceive Meese 16,408,744 30,121,603 

NOLS A cetecices 20,717,500 29,099,820 

TQIOT cc ireeaces 37,088,320 65,766,446 

TOUT where aisle aieis 30,124,229 12,629,302 

TOL Gi cctegiaaie-ee 5 27,507,292 48,490,390 


Not only was China cut off from her customary volume 
of silver importations; these statistics show her losses of 
the metal. Hongkong, a center for liquidations of Chi- 
nese trade, generally required from ten to twenty million 
Haikwan taels a year for the handling of Chinese prod- 
ucts; but at the same time about the same amount in the © 
end was always sent back into China for the settlement 
of accounts there. While during the early part of the 
war Japan drew on China slightly, in general China has 
secured more silver from Japanese markets than she has 
exported. The factor causing the disturbance in the nor- 
mal flow of silver was India. Taking one-sixth of China’s 
small exports in 1913, India required one-tenth in the 
following year, one-thirteenth in 1915 ;.then considerably 
over one-half of the record-breaking shipments of 1916, 
over a quarter of the small total which China released in 


* Returns of Trade of Chinese Maritime Customs. 
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1917, and three-fifths of the large amount exported in 
1918. 

Thus the outstanding financial problem for us in the 
Far East is the silver exchange in China; for the apprecia- 
tion of silver and British handling of exchange have 
resulted in putting India on a gold basis, while Japan 
faces no similar problem because with the aid of her 
capable financiers she has maintained her gold standard 
since the close of the nineteenth century. Japan is fully 
able to protect her fiscal position as she has amply demon- 
strated during the Great War, whatever the domestic 
difficulties that her business system must face in the proc- 
ess of deflation. That, however, does not differ mate- 
rially from the prospects in our own or in other gold 
standard countries. 

That the restoration of normal conditions is going 
ahead at present (1920) can be seen in the situation that: 
now obtains. From the removal of the gold embargo in 
June, 1919, to the opening of 1920, the total gold ex-: 
ports from the United States amounted to $331,673,000. 
Of this total, $92,635,000 were shipped to Japan on top 
of the large amounts she withdrew from the United 
States prior to our becoming a belligerent. During this 
same time, China took $34,686,000, while Hongkong re- 
quired $36,094,000—a large part of this ultimately being 
used without doubt in the China trade. India also drew 
from us $31,954,000 in gold, although the price of silver 
remained approximately the same. Our silver exports: 
_ during 1919 reached 239 million dollars, a decrease from: 
the approximately 253 millions of 1918. The larger part 
was consigned to the Far East, India requiring 109: 
millions, China 77.6 millions and Hongkong 10.2: 
millions. Silver shipments to India virtually ceased after: 
September, 1919, and were superseded by gold. The new 
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condition in India probably means that the decline in the 
price of silver will not be temporary, for the situation 
appears to be in hand and the renewal of increasing silver 
prices is not likely. On the other hand, it would be un- 
wise to assume that further large declines will speedily 
manifest themselves in the silver situation which now 
must center on China by reason of the gold standard, 
demonstrated to have long been a fixture in Japan and 
apparently fully protected in India. Unless under the 
influence of the bankers’ consortium China also attempts 
to establish the gold standard in the near future, China’s 
demand for silver will continue, and the consumption of 
silver will be characteristic of the Orient for some time 
to come. 


_ It is interesting to note how, under these most abnormal 
conditions, the fundamental principles of trade and ex- 
change have still worked and what these conditions indi- 
cate in the interest of American business. Some months 
ago a Chinese representative of the Currency Bureau of 
China came to New York and said that at the request of 
his chief he wished to investigate two questions : 

1. What were the chief causes for the depreciation of 
gold? (Here spoke, of course, the man from the silver 
standard country measuring gold in the terms of his 
monetary standard. ) 

2. Is it likely that America and the Allied powers of 
Europe will change their monetary standards, and if so, 
how? 

It is evident from the Chinese point of view that con- 
ditions in the so-called gold standard countries are very 
confused and of doubtful future, while conditions in 
China seem, relatively speaking, from the monetary stand- 
point, to be much sounder. And looked at in this way, 
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why not? The price of silver, the metal in which all 
internal government obligations are liquidated (though 
the foreign debts are reckoned in terms of gold ) because 
China’s revenue is collected in it, increased in a way 
we did not think possible prior to the Great War. The 
consequence is that when the Chinese Government paid 
its gold obligations abroad—and the Powers in the past 
took advantage of the low price of silver to stipulate gold 
payments—one tael did more than double the duty that 
it did at the outbreak of the war. The same condition 
applies in the settlement of price obligations of long stand- 
ing. Just what this means can be seen from the following 
table: 


Year Average annual price 

of an ounce of silver 
1914 $0.55382 
1915 51892 
1916 68647 
1917 89525 
1918 98446 
1.12085 


1919 
1920 (November )—$1.00 


Of course there are two sides to the story when we 
come to the final effects on trade. The fact that an 
American dollar will not go nearly so far in purchasing 
the products of China in 1920 as it did before the war has 
slowed down her export trade; but the essential raw ma- 
terials that we require have maintained the volume of 
commerce in spite of the exchange situation. When it 
comes to the selling of our goods, so far as gold prices 
tended to follow the rapid increase in the price of 
silver, it made China an excellent place to market our 
products. The chief difficulty is that China has little 
reserve or credit with which to buy much more than the 
goods paid for by her diminished exports. Yet in spite 
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of the lowering price of silver it still remains true that 
we may more profitably export goods to China now than 
in normal periods, and in consequence, this would seem a 
fitting time for American investments in China to be 
followed up by shipments of machinery and capital equip- 
ment of all kinds to help develop to the best advantage 
the almost unlimited material resources of that country. 
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PROPOSED FORMS OF SOCIAL AND POLITICAL 
ORGANIZATION 


Tux industrial unrest of to-day has brought to the 
front a multitude of plans for the improvement of exist- 
ing conditions, many of them dealing with the form of 
social organization or with the relations of the economic 
classes to one another. Some of these plans contain ele- 
ments of value; others would lead the world back into the 
chaos of the dark ages. The current press speaks con- 
stantly of socialism, anarchism, guild socialism, syndi- 
calism, trade unionism, “one-big-unionism,” sovietism, 
and bolshevism. Out of this conflict of theories has come 
a better knowledge of social and economic evils; and the 
latest extreme abuses of the radicals have certainly taught 
us much to avoid. 

In view of the many misconceptions of the real nature 
of these theories it is worth while to examine briefly the 
main points of these schemes for rebuilding our social 
structure. 

Perhaps the most comprehensive of the projects for 
the improvement of society is socialism. While there are 
varieties of socialists, all agree on fundamentals, but dif- 
fer as to the immediate program. The largest group at 
present is the so-called conservative or “right” wing as 
distinguished from the more radical or “left” wing. Both 
left and right are united in demanding that the state own 
and conduct all the agencies of production and distribu- 
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tion. This means state ownership not only of land and 
natural resources—farms, mines, water power, etc.,—but 
also of railroads, telegraphs, telephones, factories, shops, 
stores, banking, insurance, and practically all economic 
agencies. With this goes state control, either direct or 
indirect, of their use. The constitution of the American 
Socialist Party, adopted in May, 1919, sums up the doc- 
trine by stating that its basic aim is “to eliminate profit, 
rent and insurance” ; that is, to abolish private ownership 
‘of enterprises, of land and of capital (the implements for 
producing goods). The actual administration of this 
state ownership is to be by means of officials elected by 
universal suffrage; some form of leasing is occasionally 
mentioned. This method of conducting industry is gen- 
erally called the ‘Cooperative Commonwealth,” an organi- 
zation, however, which differs markedly from the co- 
operative societies with which most of us are familiar. 

The process whereby this change to universal govern- 
ment ownership is to be accomplished is the rock on which 
the promoters of the doctrine split. The conservative 
socialist leaders usually insist on orderly political methods 
and the gradual introduction and extension of ownership 
by the state. The policy of these so-called Fabian Social- 
ists or “parliamentarians” is opposed by the more radical 
elements who compose the “left wing” of the party, the 
revolutionists, and whose lack of patience with the slow 
educational program had led them to advocate the use 
of violence, “direct action,” in order to end what they 
deem the evils of capitalism. 

At the opposite extreme of socialism is anarchism. By 
its derivation the term “anarchy”? means the absence of 
government. Theoretical believers in anarchism hold that 
the powers of government should be restricted to the mini- 
mum (practically abolished) and that whatever organi- 
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zation is necessary to carry on business or maintain social 
relations should be left to the voluntary action of the 
people concerned, who will spontaneously group them- 
selves for working out each special problem as it arises. 
The anarchist’s fundamental contention is, therefore, that 
coercion by the state is unnecessary. Kropotkin, for 
example, states that while he does not wish to abolish 
government in the sense of collective decisions, he does 
wish to abolish the system by which a decision is forced 
upon those who oppose it. This end, he says, can be se- 
cured “not in increasing the powers of the State, but in 
resorting to free organization and free federation in all 
those branches which are now considered as attributes of 
the State.” His favorite illustration is the elaborate sys- 
tem of cooperation which has grown up among the con- 
tinental railways running through several European 
states. The representatives of these roads, with all sorts 
of varying methods and interests, have come together and 
have built up cooperative agreements, even though they 
have no means of coercing a recalcitrant minority. The 
advantages of cooperation are\so great that such action, 
he thinks, is certain if the “predatory” motives associated 
with private property are removed. 

In the United States we have had many anarchistic 
advocates of the philosophic type; their view has appeared 
in the demand for the abolition of property titles, of 
vested interests, of domestic relations, and so on, leaving 
individuals “free” to exercise their “natural” rights and 
allowing groups of individuals the “free” exercise of 
whatever powers they can gather by combination or co- 
operation. Students of our economic history have called 
attention to the individualistic anarchism of Warren as 
far back as 1830, followed by Andrews and Tucker ; and, 
later by the communistic tenets of Fournier, Brisbane, 
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Greeley, and Weitling, who preached also a measure of 
anarchistic doctrine, since they wished to be free to work 
out their plans without the interference of any superior 
state government. 

By their idealism these dreamers sought to remove the 
evils of life through the communal ownership of land 
and capital, with all that this implies. They thought that 
men would rise to higher levels of mind and deed if no 
restraint other than “public opinion” were imposed on 
them. These were theories of impatient enthusiasts seek- 
ing to find a short cut to the ideal of human liberty for 
which all humane persons instinctively long, and of men 
inconsistent in that they permit a certain amount of 
coercion, but cling to the hope that the finer natures of 
human beings as developed by anarchism will prevent 
coercion from again reaching its present extent. 

The most prominent movement designed to better the 
condition of the wage-earner is that of the trade union. 
The trade union includes many adherents of the move- 
ments above enumerated. In some countries, as for in- 
stance in.Australia, organized labor has even taken pos- 
session of the government. Trade unionism accepts the 
existing organization of society and endeavors to im- 
prove conditions by the use of methods that are recog- 
nized as orderly and legal. 

The trade unionists have from time to time in the last 
hundred years changed the emphasis placed on the vari- 
ous aspects of their policy, and it is, therefore, difficult 
to find a clear-cut statement of the philosophy of the 
movement. As already indicated, trade unionism accepts 
private ownership of property, freedom of contract, and 
other fundamentals of the American Constitutional rights, 
Tt assumes that an industry will pay to labor, manage- 
ment, capital and land a return sufficient to keep that 
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industry alive. Under modern productive processes, in- 
dustry is so efficient that it not only provides a return 
large enough to secure the survival of labor, manage- 
ment, capital and land, but it also produces a surplus. 
Since freedom of contract prevails, this social surplus is 
distributed among the four factors in proportion to the 
bargaining power of each. Obviously an unorganized 
group of wage-earners is at a disadvantage in bargaining 
with a compact group representing any one of the other 
three factors—often working together and sometimes 
concentrated in one person. To secure a strong position 
in this bargaining process, the wage-earners often form 
unions and negotiate through their own representatives ; 
the bargain is then drawn up in the form of a collective 
agreement or labor contract. The principal features of 
these contracts are the rates of wages and hours of labor, 
but they oftea include general working conditions. Fre- 
quently, perhaps as a rule, custom and the desire of both 
parties to be just enable them to reach an agreement 
without great difficulty, but in case of serious contro- 
versy, the terms of the contract reflect in fact the relative 
bargaining power of the two parties. In some cases the 
unions have strength enough to secure to their own ad- 
vantage the exclusion of non-unionists from the estab- 
lishments of the employers participating in the agreement. 

The past quarter century has seen a great extension of 
the trade-agreement movement and in some industries— 
notably the manufacture of clothing and glass—it has 
reached a stage of development which may be called a 
state of constitutionalism in industry. While there has 
been criticism of certain unions because they have broken 
their agreements, instances of failure to live up to their 
bargains may also be found on the employers’ side. One 
example of a union keeping an agreement under difficult 
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circumstances occurred in the anthracite coal strike of 
1902; in the face of the strongest possible pressure and 
at the risk of endangering the anthracite strike, John ~ 
Mitchell refused to call a sympathetic strike of the bi- 
tuminous miners (who had a time agreement), solely for 
the reason that such an act would be a breach of faith. 

The principal weapon of the trade union in securing 
advantages for its members is the strike, though in years 
past the boycott was also often employed. The employ- 
ers’ counter-weapons are the lockout and the black list. 
In the course of the last quarter century, a body of court 
decisions on issues arising from strikes has gradually 
developed and the law of strikes and lockouts has now 
become a large chapter in our jurisprudence. A pecu- 
liarly American development is the use of the injunction: 

in labor disputes. 

_ American trade unions have in some cases developed 
sickness and death insurance as well as unemployment 
benefit systems. In times of industrial depression, when 
the union’s ability to hold its membership is weakest, these 
features give the union a strong hold on the members. 
More recently the unions have attempted to build them- 
selves up by promoting cooperative enterprises, both pro- 
ductive and distributive. At earlier periods in American 
history, similar efforts met with little success. Certain 
European unions, on the contrary, have been unusually 
successful in this direction. 

From the beginning of the trade union movement, two 
types of organization have been in use, craft and indus- 
trial. The craft union seeks to organize the workmen in 
one occupation, regardless of thé industry.in which it 
occurs, while the industrial union endeavors to form into 
one group all the employees of an industry regardless of 
their occupations. Most of the unions affiliated with the 
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American Federation of Labor are craft unions, though 
one of their important groups, the miners, is an industrial 
union. The most conspicuous of American craft unions 
are those in railway employment, where the engineers, 
the firemen, the conductors, the brakemen, each have their 
own organization, though the men work side by side on 
the same train and in some cases are qualified to fill each 
other’s places. 

A trait of American trade unionism which distinguishes 
it from trade unionism in foreign countries is the tendency 
to prefer to obtain advantages through collective bar- 
gaining rather than through governmental action. Ameri- 
can unions have, as a rule, sought to increase wages and 
reduce hours by means of agreement with employers in- 
stead of by legal enactment; they do not, however, object 
to laws protecting women and children. They endeavor, 
too, to secure the appointment of union men to state and 
federal offices which deal with labor problems, and in 
recent years this effort has been quite successful. Ex- 
perience in the field of politics has also induced the con- 
servative leaders to take the position that direct partici- 
pation brings poorer results than the policy of “reward 
your friends and defeat your enemies,” irrespective of 
party lines. For this reason there is no important “labor 
party” in this country as there is, for example, in Eng- 
land and Australia, although many efforts have been made 
by some union leaders to form such a party. 

Of late years the trade unions, and especially the 
American Federation of Labor, have exerted much in- 
fluence. In Washington and at the capitals of some of 
our. more important States, they maintain paid agents 
whose business it is to follow pending legislation and to 
assist in enacting or defeating legislation affecting the 
interests of wage-earners, Labor union leaders often 


242 GREAT AMERICAN ISSUES 


appear before legislative committees to further these ends. 
Such measures are entirely legitimate and are open to 
any group of citizens who have unified opinions or inter- 
ests to promote. Perhaps no other group has followed 
this policy more thoroughly or successfully. Indeed, 
legislators have often shown themselves weak and unduly 
submissive to the demands of the unions. The American 
Federation of Labor has, in round figures, 4,500,000 
members, of whom a majority are probably voters. Yet, 
on important political questions the leaders cannot deliver 
the votes of the members. Individual thinking and action 
obtain. There is room for much difference of opinion 
and in such matters union leaders do not possess dis- 
ciplinary power. 

The present position of the larger trade unions is im- 
portant. The American male wage-earner has for scores 
of years had in most of our States the advantage of uni- 
versal suffrage and, until the present generation, has had 
the possibility of almost unlimited free land as a resort 
in case industrial conditions became unfavorable. During 
the present century there have been many mistakes, many 
abuses of power, and some crimes to the discredit of the 
union movement; but this also may be said of the em- 
ployers’ side. The accomplishments of the union move- 
ment, however, are distinctly creditable; we find the labor 
organizations regularly joining with the employer and 
other citizens in advocating and obtaining free public 
schools supported by taxation, mechanics’ liens, abolition 
of imprisonment for debt, exemption of wages and 
tools from seizure for debt, reduction of hours of labor 
and the increase of wages to provide a standard of living 
which has placed the American craft worker on a much 
higher plane than any other worker. In some of these 
movements the unions have taken the lead. 
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Another movement of current interest is guild social- 
ism. It is as yet mainly confined to Great Britain, where 
it originated in 1906 as an offshoot of Fabian socialism. 
Tt may be briefly described as a compromise between the 
socialist and the syndicalist ideas. The constitution of 
the National Guilds League declares its plan to be “the 
abolition of the wage system, and the establishment by 
the workers of self-government in industry through a 
democratic system of national guilds working in con- 
junction with a democratic state.” The two essentials 
are a general state organization and side by side with it 
a group of industrial occupational organizations or guilds, 
one for each branch of industry. The state is to decide 
matters affecting the interests of the consumers, or, 
rather, of the whole body politic; the guilds of each in- 
dustry, as, for example, the miners, are to decide on 
matters of production. There would be two sovereign 
bodies, the state and a joint congress of the guilds, one 
dispensing state law and one enacting guild law in accord- 
ance with the constitution. Guild socialists place great 
emphasis on the need for a higher standard of workman- 
ship, for restoring the personal relation between the mas- 
ter workman and the journeymen or common workmen 
and for re-creating the joy of labor which existed under 
the former guild system. Some of the “guildsmen” even 
go so far as to advocate the abolition of machine processes 
and urge a return to hand labor. 

Syndicalism is a form of labor organization in which 
the workers are grouped not by crafts but by industries. 
Its immediate purpose is to abolish the present private 
ownership by capitalists or corporations of mines, fac- 
tories and other means of production and to substitute 


an ownership by those employed in that industry, usually 


only the wage-earners. Thus under syndicalism the work- 
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ers in the copper mines would take over the ownership 
and control of those mines and manage them for the in- 
terest of the wage-earner only. The expounders of the 
theory would establish a parliament composed of the 
representatives of the various industries to develop a 
working agreement covering the distribution and sale of 
their products. This feature is never clearly described 
in syndicalist writings. The most conspicuous feature 
of syndicalism is the advocacy of “direct action” to ob- 
tain the desired goal. Direct action, of course, is a 
euphemism for violence, terrorism, sabotage and other 
forms of constant turmoil, adopted as a means of de- 
veloping the revolutionary spirit in the wage-earner. Out 
of this incessant agitation is to develop the general strike, 
the grand climax, in which all workers will become “mo- 
tionless” and produce a total collapse of society as at 
present organized. From this chaos the workers will take 
possession of the social organism. In America the most 
conspicuous syndicalists-are the Industrial Workers of 
the World, whose program of incessant strikes, destruc- 
tion of machinery, disorganization of industrial processes, 
violation of contracts with employers and like methods of 
disorganization is in entire accordance with the evil tenets 
of the movement. 

An offshoot of the syndicalist idea is the so-called ‘“‘one- 
big-union” idea. The one-big-unionists propose a general 
consolidation of all workers, regardless of occupation or 
of industry, into one organization. This body, by the 
adoption of syndicalist methods, would seize control of 
society and establish a dictatorship of the wage-earners. 
An effort to put the theory of syndicalism into actual 
practice is the so-called sovietism of the Russian revolu- 
tion. The word “soviet” means, literally, “council,” and 
a soviet state is one which is organized on the basis of 
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the representation of the soviets or councils of the vari- 
ous industries. Nikolai Lenin, the head of the present 
Russian soviet system, is quoted as saying, “Future so- 
ciety will be organized along soviet lines. There will be 
soviet (occupational) rather than geographical boundaries 
for nations. Industrial unionism is the basic state.” In 
practice, of course, such a system offers opportunities for 
the seizure of power by the extreme revolutionary ele- 
ments and the exercise of a despotism as relentless as any 
other dictatorship. Thus, the present Bolshevik govern- 
ment of Russia maintains its power by military force, 
expropriates property and carries out a strict control of 
the persons of its citizens. 

We must not close our eyes to the menace of the Rus- 
sian Bolshevik movement. It is a tyranny of the most 
ruthless type. Through the power of arms, it has ter- 
- rorized the great mass of the Russian people, industrial 
workrmen and peasants alike; it has retained power solely 
by the use of the military and their sympathizers; it is 
directed by a very few absolute rulers. Of still greater 
significance is the fact that Bolshevism is not content to 
confine its actions to Russia, but is avowedly reaching out 
to extend its power throughout the world. On the 
authority of documents published by the Department of 
State of the United States, written by the leaders of the 
Russian revolutionary movement themselves, “The pro- 
gram of the Communist Party is a program of not only 
liberating the proletariat of one country, but it is the 
program of liberating the proletariat of the world, for 
such is the program of the ‘International Revolution.’ ” 

In Russia the means employed have been military. In 
' other countries the means employed have been to a large 
extent a widely extended and expensive propaganda, 
which, subsidized by the Russian Government, aims first 
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at creating industrial unrest and revolutionary sentiment 
in foreign countries. It calls attention to the unfortunate 
industrial conditions following the great war and 
ascribes them to the present form of industrial organi- 
zation. It then proposes as a sufficient remedy for these 
evils the form of industrial and political government 
theoretically followed in Russia, carefully suppressing the 
facts regarding the tyrannous methods employed. 

The experience of the soviet system in Russia as ex- 
plained on the authority of the government of the United 
States, as well as by leading writers in other countries, 
who, although predisposed in favor of sovietism, have 
reached on the basis of experience an opposite conclusion, 
means simply economic ruin. The attempt to put the 
workmen in control of the factories near Petrograd and 
Moscow has resulted in practically complete paralysis of 
industry. Lenin himself has been forced, in order to se- 
cure a proper return to a normal production, to engage at 
high salaries former expert manufacturers and to force 
the workmen to obey their orders under military con- 
scription. 

Wherever sovietism is carried out in accordance with — 
theory, the universal testimony is that it has been an 
economic failure. We cannot overemphasize this fact. 
Here in America, as well as abroad, many of our sympa- 
thetic-minded citizens (so-called “parlor” socialists and 
Bolsheviks) have been inclined to accept the doctrines of 
sovietism as sound. The plain truth is, however, that the 
doctrines are as fallacious in principle as they have proved 
ruinous in practice. 

The theory of governmental control and management 
of industry is, as already pointed out, fundamentally 
wrong. It implies the organization and direction of the 
individual workman by a few governmental officials. The 
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individual is deprived of the right to plan and work out 
his own methods of industry. The individual is dwarfed 
and his development prevented. Under Bolshevism these 
evils are greatly accentuated for the reason that the di- 
rectors of industry, instead of being industrial leaders, 
are of necessity the proletariat, men who are not technical 
experts and who also lack experience in ue management 
of industry. 

Not only do the soviet tenets lead to economic ruin, but 
they aim to destroy the bulwarks of morality and of the 
present social order. The Bolshevik leaders have forbid- 
den the teaching of religion; have disfranchised the 
clergy ; have made marriage a mere civil contract, which 
may be broken by either party; and have in certain in- 
stances declared women common property. Bolshevism, 
in spite of its formal declarations, in fact destroys rep- 
resentative government which from the time of Magna 
Charta the world has generally regarded as the essential 
political factor of the state. The Bolshevik program 
ignores the fundamental laws of economics. It is the 
negation of democratic government. It violates the com- 
monly accepted principles of morality and overthrows the 
generally accepted doctrines of religion. 


XVII 
EDUCATION 


THE problems which beset a nation do not, like mush- 
rooms, grow up over night. Rather, they are of slow 
growth and their solution is likely to be gradual. They 
thus pass on from one generation to the next. It is not 
to ourselves alone but to those who follow us that we must 
look for the settlement of perplexities which now con- 
front us. The hope of the future lies in building up a 
generation of men capable of grappling with its issues. 
This for us means a full understanding of the needs and 
scope of education and an answer to the following seri- 
ous questions : 

Is the training which we give our children in harmony 
with the requirements of modern life? Have we ever 
clearly formulated the actual and practical aim of edu- 
cation? Should the aim of education be chiefly cultural? 
Should its object be to put the youth of the country in a 
position from which, between the years of eighteen and 
twenty, they can advantageously approach the question 
of a particular occupation in life? Should it at an early 
stage of youth, after a thorough drilling in reading, writ- 
ing and arithmetic, concern itself with vocational train- 
ing? Should it be part of the duty of the teacher to 
advise a parent as to what fitness his child shows for a 
particular walk of life? How far should we carry the 
principle of a uniform curriculum for children of widely 
different bents and talents? Is not our present system too 
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largely based upon getting results through formal exami- 
nations ? 

These questions must be examined carefully and the 
answers must take account of a number of factors which, 
though they are of vital importance, are seldom discussed. 

For instance: We know that at least seventy-five per 
cent of the children who go to our public schools will 
join the ranks of skilled or unskilled labor; that of the 
remaining twenty-five per cent, at least twenty per cent 
will become clerks, shop assistants, and so forth; and 
that the remaining five per cent will enter the professional 
classes. Is our present system of education well adjusted 
to meet such a condition? 

Another point: Broadly speaking, our adult manhood 
and womanhood can be divided into two classes—a di- 
rectly productive class and a so-called non-productive 
class. Is our educational system concerned with turning 
the minds of children toward the directly productive em- 
ployments, and with impressing upon them the fact that 
most of the professions are overcrowded? Some very 
remarkable figures are available which show for the past 
few decades the great decrease in the numbers employed 
in producing, and the increase in the non-productive 
class. 

To what extent is our educational system, with its lack 
of guidance to youth, responsible for the general aversion 
to the manual occupations, and for the false pride which 
favors the clerical occupations? How far do the schools 
counteract this false ideal and snobbish turn of mind? 

The feeling is widespread that the discipline in our 
public schools has of late years grown slack. Certainly 
it is no longer so rigorous as it was thirty years ago. 
This deterioration, as many conceive it to be, is not wholly 
the fault of our school authorities. Though some of them 


250 GREAT AMERICAN ISSUES 


cannot be absolved from a certain leaning toward a weak 
séntimentalism, which desires to banish every harsh or 
jarring note from the lives of children, there is no doubt 
that the weakening of restraints has its origin in the 
homes of the people, where too often indulgence replaces 
discipline. It is, therefore, not a matter of surprise or 
objection that the schools should exhibit some departure 
from rigid and vigorous older standards, though they have 
not fallen so far away from them as has the family life 
of our people. 

Another general factor operating against the efficiency 
of our present method of education is that it is permeated 
by a kind of intellectual Bolshevism—rooted partly in 
the soil of political expediency, partly in a complete 
ignorance of general biological laws—which neglects to 
draw a distinction between equality of opportunity on 
the one hand and an inequality of talent, industriousness 
and character, with its necessary concomitant inequality 
of reward, on the other. 

It is in a great measure because of their false interpre- 
tation of the privilege of equal opportunity, and their 
overwhelming emphasis upon the rights of children in 
contrast with their duties and responsibilities, that we 
frequently find in the matured man and woman an un- 
reasoning jealousy of all success; in the inefficient it dis- 
plays itself by what might be described as a permanent 
state of “grouch”’ caused by the spectacle of efficiency 
shown by others. This symptom is one of the most dan- 
gerous of the day, for it expresses itself among the great 
mass of inefficients in an impulse to “level down,” since 
they know that they themselves cannot be “leveled up.” 
In a word, there is the danger that much of our teaching’ 
is making against national betterment. Although it gives 
to millions the rudiments of education, much of its good 
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work may easily be offset at times because it divorces 
the curriculum and the facts of life; it neglects character 
building, and it instils into the youthful mind the insid- 
ious poison of a false and perverted doctrine of equality. 

Underlying all the faults in our schools, aside from 
questions of character and morals, is the almost universal 
refusal to recognize the rigid limitations which the nature 
of the human material imposes upon the possibilities of 
education. What, in fact, can a school education do for 
anybody? Very much less than most of us are prepared 
to admit. Every child starts with some natural endow- 
ment, and the true function of education should be to 
foster and develop that endowment. Every failure to 
realize that education must build upon this foundation of 
native quality can lead to nothing but a measure of dis- 
appointment. Allowing for differences in the rate of 
mental development—an allowance seldom given its due 
weight—education alone cannot make a stupid child into 
an intelligent one. By the expenditure of great effort 
education can teach a stupid child to read and write and 
can impress upon its memory a considerable number of 
facts; but education does not impart to a stupid child the 
ability to make the most intelligent use of its knowledge. 
We must be careful, however, to discriminate between a 
slow mind and a stupid one; a child may be slow yet pos- 
sess excellent judgment, or be quick in perception with 
little sense of relation. 

Even what education does for an intelligent child who 
has been properly taught is generally misunderstood. 
The facts which such a child learns at school, or even 
later at college, are of comparatively little importance in 
themselves. Such facts are always at the disposal of any 
one who can read, and a lack of facts can be remedied at 
any time of life. What education should do for an in- 
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telligent child is to stimulate his curiosity, teach him how 
to think, furnish him both with a habit of systematic 
inquiry, and a knowledge of the means by which he may 
satisfy it; in a word, put him where he can become a 
self-educating progressive unit in the community. 

If the condition of our schools is bad, what of our uni- 
versities? Here the case is somewhat more simple, but 
scarcely more satisfactory. If a boy has been properly 
trained in the schools, by the time he enters college he 
should be able to form some idea of the career he wishes 
to select. That this is not the case as often as it should 
be is not the fault of the university; but the university is 
to be blamed for not removing this indecision at an early 
stage of a young man’s career. The real object of a 
university education is no less confused than that of a 
school education. Aside from those who enter college 
with a clear intention of going into one of the profes- 
sions, and who consequently turn their attention as soon 
as possible to special studies, the mass of students have 
but a vague idea of what their university experience is to 
do for them. 

This vagueness is perhaps a reflection of the division 
of faculty opinion. Members of any university faculty 
are generally divided into two camps. One regards the 
university as a cultural institution, and the other as the 
entrance gate to the practical affairs of life. The dividing 
line runs between the classical group and the scientific 
group. The former, though they may not always be 
teachers or lovers of the humanities, extol devotion to 
classical studies as the best basis of mental cultivation. 
The latter upholds scientific studies as a means to exact 
knowledge, believing accurate observation and logical . 
thought to be fundamental to any career. . 

The cultural value of a classical education cannot be 
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ignored. We tend to disregard true culture and exact the 
materialistic standards by which far too often we meas- 
ure success. If better standards are to prevail; if the 
minds of future generations are to be set upon a higher 
plane and finer ideals of citizenship realized; if intellec- 
tual and spiritual development are to be prized beyond 
material progress ; if we are to meet the people of Europe 
upon an equality of refinement and culture; in short, if 
we are to turn from the worship of the golden calf to an 
appreciation of the real and abiding joys of existence, 
then there is in the curricula of our schools and colleges 
a definite place for the classics and the humanities. 

On the other hand, the educational value of an extended 
study of the classics is often exaggerated. Without 
doubt, mastery of Latin or Greek serves to give one a 
keener understanding of the beauty of the original texts 
of great literature. A thorough knowledge of Latin, 
especially, is of great practical value, for without Latin 
we cannot have complete knowledge of our own language, 
and the study of European tongues is more difficult. To 
a less extent the same is true of Greek. But if the 
thought of the classical writers is the important thing, 
that can be had from translations. Jowett’s “Plato” cer- 
tainly gives a student as clear an understanding of Plato’s 
philosophy as can be gained from the original, probably 
a better understanding, for not one student in a hundred 
thousand can hope to attain Jowett’s exquisite under- 
standing of Greek. Few, indeed, ever learn to read either 
Greek or Latin with sufficient ease to appreciate its liter- 
ary quality. Furthermore, as a matter of general culture, 
the relative importance of a study of the classics is some- 
what overestimated. We can find in Shakespeare and 
Milton, in Goethe and Schiller, in Voltaire and Pascal, 
or in Cervantes and Calderon, an ample reservoir of cul- 
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ture, fed from the springs of the classics. And those who 
drink from this reservoir gain an advantage which the 
well of classical learning does not supply, for through 
knowledge of living tongues they make contact with their 
fellow men. To this we must add the consideration, that 
not in a dead language but in the living tongue all future 
thought will be expressed, and all future progress re- 
corded. If we argue the matter not as a question of 
culture, but as a question of the discipline and training 
of the mind, the classicists have a weak case. No 
knowledge of Greek or Latin, however complete, nor 
however laboriously acquired, can train the mind as it 
can be trained by mathematics, physics, chemistry, or 
biology. Study of the classics may improve a man’s 
memory and develop his taste and his vocabulary, or, if 
he has been well taught, increase his reasoning powers. 
But the study of science must enlarge the powers of ob- 
servation, promote the orderly process of reasoning, and 
encourage the love of truth. 

Observation of hundreds of technical graduates— 
American, English, Scotch and German—employed under 
the supervision of American capitalists and professional 
and business men, has given a basis for measuring the 
comparative value of education and native talent, as well 
as of different systems of education. In the case, for 
example, of the extractive industries, certain nationali- 
ties may be placed in the following order as to their 
value as engineers: American, Scotch, English, German. 
The American is undoubtedly the strongest in the native 
qualities which go to make a good engineer. He is re- 
sourceful, quick-witted, ambitious to advance himself 
' through his own efforts, though he lacks a strict sense 
of proper obedience, and is almost entirely devoid of re- 
spect for age and experience. The Scotchman is placed 
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next because his native qualities resemble more nearly 
those of the American than those of the other nationali- 
ties named. If he is somewhat less resourceful than the 
American, and somewhat less “quick and uptake’—to 
quote his own phrase—he can set against this a great 
steadiness of disposition; and he is certainly not less 
ambitious. He is usually trustworthy and intelligent to 
a high degree. He suffers from the lack of opportu- 
nity in his own country to study certain branches of en- 
gineering. 

The English engineer is less easy to label. In the 
first place, owing to the unequaled measure of freedom 
which permeates English life, except upon the purely so- 
cial side, the English have a greater range of individ- 
uality, and a greater variation of character and tempera- 
ment, than have other races. If you take the English- 
man at his best, you will find nowhere in the world 
greater intelligence, quicker understanding, more pro- 
found knowledge, finer skill, truer loyalty, or a keener 
sense of responsibility. At the other end of the scale 
the negation of all these qualities is painfully evident. 
Between the two is every shade and variety of makeup. 
The average Englishman represents almost the exact op- 
posite of the average American. Where the American 
is quick, the Englishman is slow; where the former has 
little respect for custom and tradition, the latter has too 
much; whereas one is dominated by a restless curiosity, 
the other is held down by a stolid inertia. Although the 
American has better schooling, the Englishman has some 
advantage in this respect since the English school child 
is constantly impressed with the duty of giving some- 
thing to life while the American child is constantly 
urged to go and get something out of it. 

But the gravest defect of the average English engineer 
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is the narrow range and the weak impulse of his ambi- 
tion. These are due not so much to the British educa- 
tional system as to the general conditions of English 
life, which have slowly developed through the centuries 
as an expression of England’s social economic and in- 
dustrial experience. 

It is true that careers are open to talent in England, 
but they are chiefly in the field of politics, where the op- 
portunities offered to the laboring classes are incom- 
parably greater than they are in the United States. But 
in the field of industry and business comparatively few 
men ever rise from the ranks, and those who do must 
possess abilities very much above the average. With- 
out doubt, the experience of the great war will effect a 
marked improvement in England in these respects. The 
ambitions of an English employee have usually been con- 
fined to getting a raise in salary; they seldom soar to 
the height of getting out of the salary stage. For a man 
who remains in England this may be a wise limitation, 
but when he goes out to countries of wide opportunity, 
to countries which are making traditions instead of fol- 
lowing them, the lack of ambition is a serious handicap. 
It means standing still in a community which is moving 
forward, a position which makes neither for self-respect 
nor for the respect of others. From the employer’s 
point of view it means that Englishmen perform their 
tasks faithfully from a sense of duty, but without en- 
thusiasm, without initiative, without that zest which is 
bred of the reasonable hope of better things to come. 

The German engineer abroad is the least satisfactory. 
What he contributes in patient industry and good tech- 
nical training is offset by native defects which have been 
fostered and augmented by his system of education. He 
lacks originality and initiative; he is plodding rather than 
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resourceful; he is slow to adjust himself to new condi- 
tions; his schooling has instilled into him an arrogance 
of opinion which makes it almost impossible to persuade 
him that there can be any circumstances in which the 
German method of doing things is not the best. In 
engineering and other technical work, this quality is re- 
sponsible for the fact that although at home the Ger- 
man has achieved under German leadership prodigies 
of organization and development, yet in the outer world 
he is usually in the employ of rather than on an equal 
plane with men of other nationalities whose vision and 
breadth of mind fit them for the direction of great en- 
terprises. 

To return to the question of American education, no 
discussion of its improvement will be of the slightest 
benefit unless we first of all go back of the mere tech- 
nique of teaching and reconsider our ideals and objects. 
If we regard our school system as in the main directed 
to making successful American citizens, the first ques- 
tion we must ask ourselves is, What constitutes success? 
And about this there is a great diversity of opinion. 
On the one hand there is a minority who unfortunately 
would measure success by the degree of fame achieved 
in professional work, in public life, or in any vocation 
which brings prominently and favorably before the com- 
munity a man who has rendered good service to his city, 
to his state, to his country, or to the world at large. 
Apparently, however, to a large majority of Americans, 
success means but one thing, the accumulation of wealth. 
If a satisfactory answer is made to the question, “How 
much have you got?” no thought is taken of the much 
more important questions, “How did you get it?’ and 
“What are you doing with it?” If we ask, “What are 
the essentials for a truly successful career?” the natural 
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answer would be that seventy-five per cent of them were 
comprised in the word “character.” A man of charac- 
ter is honest, straightforward, conscientious, ambitious, 
persevering, and levelheaded. Although the schools em- 
phasize character much more now than they did thirty 
years ago, they are still notably deficient in character 
building. .They do, it is true, instil the virtues of punc- 
tuality and diligence to a noteworthy degree; but nothing 
that they can teach a child, nothing that the university 
can teach a young man in the way of book learning will 
avail to make a successful American in the highest sense 
of the term, unless this knowledge rests upon the solid 
foundation of a good character. 

Apart from the moral elements of character which the 
schools should do their utmost to build up, there are 
other elements which also have their importance, and in 
regard to which children can be readily influenced. 
Among these may be placed initiative, readiness of de- 
cision, an optimistic outlook, patience, good manners. 
Many people greatly underestimate the value of good 
manners and mistake civility for servility. Good man- 
ners are, in fact, a moral quality, for they are an ex- 
pression of consideration for others; and so beneficent 
is their influence that even where they spring from cul- 
tivation rather than from natural inclination the mere 
practice of them tends to foster the social quality of 
which they are the outward expression. 

The war has emphasized the vital need for the Amer- 
icanization of our foreign population. It was a startling 
revelation and painful disillusionment when we learned 
that out of one and one-half million of our conscripted 
soldiers 380,000, or about twenty-five per cent, could 
neither read nor write the English language. It was 
even a greater shock when we learned that a very large 
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percentage of these illiterates could not speak or under- 
stand the English language. Such being the case, it is 
not surprising that a large part of our population is not 
imbued with our national ideals and, indeed, has no con- 
ception of either the duties or opportunities of American 
Citizenship. A great many organizations have recently 
entered actively into the work of Americanization and 
some excellent results are being accomplished, but the 
supreme opportunity is in the schools. Great numbers 
of children of foreign parentage are receiving the bene- 
fits of our educational system and every instructor is 
vested with the responsibility of inculcating American 
ideals and a thorough understanding of, and consequently 
a respect for, our institutions in the minds of these em- 
bryonic citizens. Unlike the children of some American 
parents, they do not usually receive such instruction in 
their homes, and very often even the Sunday Schools and 
churches which they attend are more apt to instil in them 
a greater love for the land of their fathers than for that 
of their adoption. 

There must be the most judicious selection of teachers 
in the public schools, especially where a considerable 
number of children of alien parents are enrolled. Aside 
from the possession of the requisite knowledge and prin- 
ciples, it is a fact of the utmost importance that only 
the teacher who is able to command respect will exert a 
decided influence. Too often this fact is ignored, more 
especially in the districts where the greatest proportion 
of foreigners live. It is within the power of the schools 
to determine whether the coming generation of those 
who are now aliens shall be loyal, constructive Amer- 
icans, or whether they shall be disloyal, destructive an- 
archists, bolsheviks, and worse. 

It is often difficult for the recently oppressed subject 
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of a despotism in whom hatred for an all-powerful gov- 
ernment has been engendered, to comprehend readily 
that in a democracy all rights and powers originate in 
and with the people and flow upward to the government 
and not downward from the government. Will not a 
correct teaching of this fact constitute one effectual anti- 
dote for bolshevism? If a child grows up with the 
knowledge that our representative form of government is 
in reality the first practical attempt to place civil and 
political institutions in accord with religious principles 
and that the foundation is still intact, will he not be less 
fertile soil for radical and revolutionary propaganda? 
That some of our ideals have failed of realization does 
not condemn them as ideals; it condemns those who have 
perverted them. The power to remedy all the defects in 
our present social and industrial order lies within the 
hands of the voters of the country. 

But only a part of a child’s time is spent in the school. 
About one-third of the children of this country are sub- 
ject to home influences which afford reasonable assurance 
of their growing up with proper ideals and clean, healthy 
minds. The other two-thirds, especially children of the 
poorer classes living in the congested districts, are, by 
reason of unfavorable conditions of environment, race, 
or religion, more apt to become criminals, or anarchists, 
or both. Ninety-nine per cent of the juvenile delin- 
quents are from this class. Here, then, is the oppor- 
tunity for Americanization of the kind that counts. As 
Theodore Roosevelt said, “If you are going to do any- 
thing permanent for the average man, you have got to 
begin before he is a man. The chance of success lies 
in working with the boy, and not with the man.” Mainly 
for this purpose Boys’ Clubs, representing a new and 
admirable department in practical philanthropy, are con- 


EDUCATION 261 


ducted in many of our cities, under a general organiza- 
tion formed in 1906 and known as the Boys’ Club Fed- 
eration. For like purpose there also exists the great or- 
ganizations of the Boy Scouts, the Girl Scouts, the Big 
Brother movement and other similar bodies. 

It is estimated that six million boys in the United 
States between the ages of eight and eighteen are ex- 
posed to evil influence during the evening hours. Still 
in the formative stage, impressionable and unsophisti- 
cated, they are liable to be misled and corrupted. To 
say that they should be at home and not upon the streets 
at night sounds well enough, but we must deal with things 
as they are and not as we would have them. The fact is 
that boys of the under-privileged class are on the streets 
at night and will continue to be on the streets unless they 
are attracted elsewhere. 

The club or troop aims to provide these boys with op- 
portunities for clean social life and healthful recreation. 
They pay only nominal dues and no boy is excluded for 
financial reasons. Every boy is welcomed, be he 
Protestant or Catholic, Jewish or of no faith. Class 
distinctions and race prejudices do not exist. There is 
no effort to moralize or to preach to the boy, and no re- 
ligious training is attempted. But there is an ever-pres- 
ent moral standard which, though unobtrusive, cannot 
but have a vital influence in the most impressionable pe- 
riod of life. 

Morality in the human being is a slow growth. The 
perception of right and wrong is acquired mainly through 
observation, and experience, and comparison. Most of- 
fenses committed by boys are what might be termed “play 
crimes.” They get into trouble because of their natural 
love of excitement and over-abundance of energy. The 
boy of the tenements has no place to play except the 
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streets. For just tossing a ball, perhaps, he may be ar- 
rested. This, he feels, is a rank injustice, and he easily 
acquires a hatred of the law, often leading him into 
serious crime. Wherever a Boys’ Club or a Scout Troop 
is established, there is a marked decrease in juvenile 
misconduct. 

In order to be successful the Boys’ Club or Camp must 
be made attractive; hence no pains are spared in this 
direction. But the boy must not know that he is being 
Americanized. He goes to his club night after night be- 
cause he likes it. He would perhaps never go to a com- 
munity center with adults or to a meeting place conducted 
by a religious or social service organization. One Amer- 
icanizing influence—and by no means the least impor- 
tant—is the shower bath. It is marvelous how children 
of foreign parents take to the cleanly habits of Americans 
when the opportunity is furnished. One hundred and 
fifteen thousand boys are members of the one hundred 
and sixty-six boys’ clubs now embraced in the Federa- 
tion, and the numbers reached by the Boy Scouts and 
the Y. M. C. A. are even greater. Gymnasiums, swim- 
ming pools, moving picture shows, orchestras and other 
attractions are offered. Vocational classes are open to 
any one who cares to join them. They are the boys’ 
own organizations, which they themselves govern, mak- 
ing and enforcing their own rules. The club is made to 
fit the boy, not the boy to fit the club. The good which 
these organizations have done and are doing for the 
health and morals of these boys cannot be estimated. 

We pass now to the question of discipline in educa- 
tion. It is generally agreed that in the United States 
we are behind every other civilized race in the matter of 
discipline. The youth of America has come to regard 
obedience as the same thing as subservience, not realiz- 
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ing that the best obedience is voluntary. No error could 
be more fatal. As soon as the young man gets out into 
the world, whatever calling he may pursue, he finds that 
the readiness to obey cheerfully the orders of those set 
over him is the golden key which will open for him the 
door of promotion. When he in his turn rises to the 
point where he issues the orders, he will find that half 
his difficulties and half the obstacles set in the way of his 
own further success are due to the disobedience of those 
under him. 

To the mind of a youth properly trained no pleasure 
should be greater than the sense of duty well performed, 
or orders faithfully executed. Any one who has been 
for years under the orders of others, or who for years 
has had hundreds of people under his orders can testify 
that so far as contentment of mind is concerned, he has 
derived more happiness from service well rendered by 
him than from service well rendered to him. 

In civil life no quality draws men closer together than 
the sense of voluntary obedience. It establishes the spirit 
of confidence and trust; it develops a feeling of mutual 
helpfulness; it simplifies every task which falls to the 
man who gives an order and the man who takes it. 

One has only to reflect upon the history of the past 
four years to realize what obedience means in military 
life. Neither the patriotism of the soldier, his courage, 
his skill, nor his endurance, could offset the disaster which 
would follow a failure in obedience. What courage 
could win from the enemy in a year, disobedience would 
give back to him in a day. 

Another defect too common in our schools is their 
failure to teach respect for age and experience. It must 
be clear to every one that in our every-day affairs, the 
importance of youth decreases as we ascend the scale of 
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employment; and inexperience can never in itself be a 
recommendation. Yet nothing is more characteristic of 
‘many of our school graduates than the contempt they 
feel for their elders and the readiness with which they 
discount the value of experience. It is to be hoped that 
one of the effects of the war will be to modify this 
attitude. The direction of the war both on its political 
and on its military side, not only with the Central Powers 
but with the Allies, was in the hands of men who were 
past middle life. Few names familiar to the public, 
either of soldiers, sailors, or statesmen, are those of 
men under fifty. And when we seek the most famous 
figures of the war we find in the main men over fifty-five 
and some over seventy. Foch was sixty-nine; Haig was 
fifty-nine; Pershing was sixty; Joffre was sixty-eight; 
Petain sixty-four; Hindenburg seventy-three ; Ludendorf 
fifty-five; Mackensen seventy-one; Lloyd George fifty- 
seven; Clemenceau seventy-nine. It will be well if the 
lesson clearly conveyed by these names and figures is 
not lost on the school-teachers and on the children under 
their care. The character side of school-teaching has 
been discussed at some length, because—and it cannot 
be repeated too often—without character building noth- 
ing else that a school can do for a child is of very much 
value. 

Turning from this aspect of the matter to the question 
of the school curriculum, the lack of skilled mechanics 
in the country and the oversupply of unskilled labor in 
normal times bear eloquent testimony to our neglect of 
practical training. Asa large percentage of our children 
must in the nature of things enter manual occupations 
it should need no argument to prove that industrial train- 
ing should form a part of their schooling. Great as 
has been the improvement in late years, much more re- 
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mains to be done. Stress, therefore, should be laid on 
only two points; first, that no child, whatever his future 
career is to be, can be otherwise than greatly benefited 
by learning the elements of a mechanical trade; second, 
that vocational training in the schools will go far to 
help out our very limited and unsatisfactory system of 
apprenticeship. 

The importance of this question has been greatly mag- 
nified by the nature of the difficulties which we have had 
to face since the war. With all the European countries 
placed under the greatest pressure to speed up their in- 
dustries and to extend their foreign trade, so that they 
may not be utterly swamped by their war debts, the 
. United States finds itself facing a trade competition 
keener than any which it has yet encountered. If we 
are to do no better than hold our own, we shall have to 
exert ourselves to the utmost to develop the best that is 
in us, and the school is the right place in which to begin 
this task. In spite of the new emphasis upon science 
and’ business, our universities reflect some of the weak- 
nesses of our school system. In them also there is too 
great a lack of definite aim, too little emphasis on fine 
ideals, too great a tendency to condemn what is severely 
practical and to laud what is merely subsidiary or orna- 
mental. 

Although improvement has been made of late years, 
in some branches of university teaching, notably in eco- 
nomics and political science, the instruction is even yet 
not only often out of touch with the actualities of our 
economic and political life, but, in the interest of so- 
called academic freedom, it is too much dominated by 
the spirit of the crank and the demagogue. Even when 
the subject of instruction does not lend itself to wild 
theorizing—as, for example, geology and mining—insuf- 
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ficient attention is paid to field work. When we consider 
how these subjects have been studied in Germany, the 
walking tours in company with professors, the frequent 
visits to mines, the thousand explanations given of the 
phenomena observed, we cannot but feel surprised that 
there should not have grown up in the United States a 
national system of vocation classes in which student and 
teacher should more frequently forget their books and 
study things at first hand in mill and mine, on the hill- 
side, and in the valley. 

The repetition may be tiresome but we must run that 
risk and state again our belief that the most serious criti- 
cism to be brought against the university as well as the 
school is the small part that it plays in laying that firm 
basis upon which a lasting superstructure of culture or 
efficiency, or of both, can be built. The facts taught are 
of secondary importance, for a young man who has 
learned all the facts, but has failed to learn the lesson 
of truth in thought and in action, has missed the rarest 
prize in life. 

The problem of life, and the problems of the nation, 
are too complex to be solved by rote or formula. Our 
crying need in the future will be, as it is in the present, 
for men. 
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